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To Qur Shareholders

2003 marked CNT's 20th year in business. It was a nateworthy year for us. I'm.pleased to
report that in spite of a business climate not a whole lot more hospitable than that of 2002,
CNT achieved record revenue growth and increased profitahility every quarter.

Total CNT revenues were up 71% over 2002, making 2003 our sixth consecutive year of top
line revenue growth. Sales reached $360.9 million and pro-forma net earnings of $5.3 mil-
lion or 19 cents per share. On a GAAP basis we reported a net loss of $24.0 million or 89
cents per share. The GAAP net loss includes charges of $19.7 million for in-process
research and development, integration charges of $7.0 million, and intangibles amortiza-
tion of $5.0 million, all related to the acquisition of Inrange Technologies Corporation, plus
a $204,000 goodwill impairment charge, $312,000 for the Bi-Tech earn-cut, and $715,000 of
income from discontinued operations.

CNT's core businesses have continued to grow organically, but a major factor in this year's
growth was our acquisition and successful integration of Inrange Technologies, a company
whose products and services complement CNT's core storage networking strengths. Over
the course of the year, we worked to merge and consolidate teams, product lines, and
services. The cost synergies from the strategic integration of our two companies will
resultin over $20 million in annualized cost savings.

The Inrange FC/9000™, now a key part of CNT's product line, was recognized in
September by IDC as the fastest growing Fibre Channel and FICON director-class prod-
uct of 2002. CNT grew sales of the FC/9000 28% in 2003 as more enterprises made the
move from mainframe ESCON to FICON environments. Sales were also strong to enter-
prises with both FICON and open systems who sought the scalability of the FC/9000 for
SAN consolidation and management.

Energies were not solely focused on the Inrange integration in 2003. Qur 20th anniversary
year marked the introduction of a number of innovations in our UltraNet® product line, the
launch of a new family of storage network management software, and the addition of sev-
eral consulting and professional service offerings. Some highlights include:

* Launched UltraNet Edge Storage Router 3000—named one of Storage and
SearchStorage.com’s 2003 Products of the Year—to connect and extend storage envi-
ronments over any distance

* Integrated our patented wide area network and metro optical wave division multiplexing
into the FC/9000, an industry first, giving customers maximum capability and flexibility in
building SANs for long distances

* Announced the availability of the inVSN™ family of storage network software solutions
for management and rapid fault identification across an enterprise’s entire SAN, MAN,
and WAN infrastructure

* Announced a new suite of services designed to help enterprise customers accelerate
the move from ESCON mainframe environments to FICON

Services represented 34% of total sales revenue this year. It was a record year for CNT
professional services engagements. In addition, the Network Management Service (NMS)
built up a solid client base, providing proactive network management and monitoring for
networks stretching across the country and across the globe. Managed services revenue,
a new offering, grew to $2.6 million in 2003. At the end of the fourth quarter, we signed a
$15 million, five-year managed service agreement with a large client. We will deliver a
healthy stream of predictable monthly revenue in 2004.




We continued to cultivate our partnerships with other leaders in the storage, networking,
and services industries like IBM, Brocade, and EMC. By reinforcing these alliances, we
leverage our partners’ strengths, increase our share of their solutions sales, and enhance
our total solution offerings for our customers. Over the past year, IBM increased purchases
of UltraNet products by 23% and Brocade chose to recommend our UltraNet Edge products
as their preferred SAN extension solution to their OEM and reseller channels worldwide.

We successfully progressed through our Inrange acquisition, assimilating both personnel
and product lines. At the same time we achieved new levels of partnership and solution
innovation. This demonstrates the quality and commitment of the CNT team. I'm proud of
them and the work we accomplished in 2003.

We enter 2004 with a larger client base, a larger worldwide customer footprint, and broader
storage networking product and service offerings than ever before.

Our goals for 2004 are to:

* Grow profitability within our installed base by promoting the complete CNT portfolio

* Leverage our FICON offerings to increase our share of the mainframe migration market
* Increase sales in the open systems market with new product offerings

* Continue to enhance and expand service offerings that address the complexities of
storage networking

SAN storage continues to be the fastest growing market segment in the storage network-
ing industry, with SAN volumes growing at more than the industry average of 70%. Over
33% of businesses have already moved their storage to SANs, and as SAN price perform-
ance continues to improve, more businesses will be able to afford the move. In addition,
bandwidth costs for metropolitan area networks, wide area networks, and IP networks
have continued to fall.

CNT s the only vertically integrated storage area networking company with new technology,
products, worldwide sales, services, and support. With strong evidence that the storage and
storage networking markets are still growing, CNT is poised to leverage its competitive edge
thanks to our unique ability to provide solutions that address enterprise connectivity needs
across SANs, metropolitan area networks, and wide area networks.

As we look back over the last 20 years, CNT has evolved from being a vendor that deve!-
oped channe! extension products to a trusted partner and advisor that can design and
deliver complete storage networking solutions. This evolution will continue through 2004
and beyond as we focus on developing highly scalable and manageable products, solu-
tions, and tools that will serve our markets and grow revenues and profits. We value the
trust our customers have putin us and strive to build upon it every day. | would like to thank
our shareholders and customers for their ongoing support and our management team and
employees for their dedication and continued focus on delivering customer value.

Sincerely,

D Ao €REL o

Thomas G. Hudson
Chairman of the Board, President, and Chief Executive Officer

CNT improves business
continuity for leading
systems integrator

During 2003, CNT delivered a solu-
tion to upgrade remote networking
capabilities and lower costs for
Lockheed Martin, a leading systems
integrator with numerous facilities,
complexes, and satellite offices
spread throughout the United States.

As part of the solution, Lockheed
Martin migrated to a more cost-
effective, IP based mainframe com-
munications network. It included a
business continuity solution that
improved upon their existing
Service Level Agreements.

We delivered the end-to-end solution
as part of a CN'T' Managed Service
offering. Instead of purchasing equip-
ment, Lockheed Martin now has a
monthly service contract with CNT
that covers hardware, software, serv-
ice, and support.

Kim Sawycr, vice president of com-
puting and network services at
Lockheed Martin commented: “In
challenging financial times, it is very
important to us to know what our IT
costs will be each month and also to
know sve have the latest technology
for our needs,”

Not only did we deliver the tech-
nology solution Lockheed Martin
required, but we helped them improve
their IT cost structure as well. This is
an excellent example of the synergies
£

our customers achieve by leveraging
CNT as a total solution provider.
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PART I

Item 1. Business

Overview

We are a leading provider of today’s most cost-effective and reliable storage networking solutions. For
over 20 years, businesses around the world have depended on us to improve business efficiency, increase
data availability and manage their business-critical information. We apply our technology, products and
expertise in open storage networking architecture and business continuity to help companies build end-to-
end storage solutions, including hardware and software products, analysis, planning and design, multi-
vendor integration, implementation and ongoing remote management. We focus primarily on helping our
customers design, develop, deploy and manage storage and data networks, including storage areca networks,
or SANSs, a high speed network within a business’ existing computer system that allows the business to
manage its data storage needs with greater efficiency and less disruption to its overall network. We design,
manufacture, market and support a wide range of solutions that provide fast and reliable connections
among networks of computer and related devices, allowing customers to manage and expand large,
complex storage networks efficiently, without geographic limitations, including applications such as remote
data replication, or the real-time backup of data to remotely located disks, and remote tape vaulting, or the
backup of data to remotely archived tapes.

On May 5, 2003, we completed the acquisition of Inrange Technologies Corporation (“Inrange”) for
$190 million in cash plus transaction costs. Inrange designs, manufactures, markets and supports switching
and networking products for storage and data networks. Inrange’s flagship product, the FC/90008, is the
most scalable storage networking director-class switch available for SANs. With an ability for customers to
upgrade and scale to 256 ports without disrupting existing systems, the FC/9000® provides a platform from
which enterprises can build storage networks that can be used in systems where reliability and continuous
availability are critical. The acquisition of Inrange makes us one of the world’s largest providers of
complete storage networking products, solutions and services, with combined 2003 pro forma annual
revenues of approximately $400 million. We have global leadership positions in our combined markets. The
acquisition significantly broadens and strengthens our portfolio of storage networking products and
solutions, increases our global size and scope, expands our customer base, and provided us with significant
opportunities for both revenue growth and cost reduction synergies. We expect our integration of the two
companies will result in over $20 million in annual cost savings.

Our revenues were $360.9 million, $211.5 million and $187.0 million for the years ended January 31,
2004, 2003 and 2002, respectively. Our revenues for the year ended January 31, 2004 include the
acquisition of Inrange from May 5, 2003.

Our storage networking solutions enable businesses to cost-effectively design, implement, monitor and
manage their storage requirements, connect geographically dispersed storage networks, provide continuous
availability to greater amounts of data and protect increasing amounts of data more efficiently. We market
our storage networking products and services directly to customers through our sales force and worldwide
distributors. We also have strategic marketing and supply relationships with leading storage, telecommuni-
cations and fibre switching companies, including Brocade, EMC, Hewlett-Packard, Hitachi Data
Systems, IBM, StorageTek, and Dell Computer Corporation.

We are a leading provider of the following storage networking solutions:

» Fibre Channel and FICON Switching. With our acquisition of Inrange in May 2003, we became a
leader in Fibre Channel and FICON switching. Data is transported across SANSs using two
communications protocols: Fibre Channel and FICON. Fibre Channel is a technology that
dramatically improves the speed of data input and output, or I/0, between existing storage devices
and the ability to connect additional devices to storage networks. FICON, which is based on Fibre
Channel, is an IBM-proprietary protocol for transporting data from server to storage in a mainframe
environment. Qur Fibre Channel and FICON switching solutions provide businesses with a robust
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backbone or core for high-speed SAN’s in local (LAN), metropolitan (MAN) or remote
environments (WAN).

« Storage networking over WANs. Our solutions for storage networking over wide area networks, or
WAN:S, enable businesses to manage and protect data across remote locations, in real time if
necessary, through applications such as remote data replication and remote tape vaulting. WANs
are networks dispersed over long distances that communicate by traditional copper or fiber optic
third-party telecommunication lines.

» Fibre Channel and FICON-based storage networking over WANs. We believe our Fibre Channel
and FICON-based storage networking over WAN products offer significant growth prospects. These
products uniquely address constraints in distance, connectivity and data transmission speeds inherent
in the Fibre Channel and FICON standards. We believe Fibre Channel or FICON technology,
combined with our products and services, will enable businesses to efficiently consolidate, cluster
and share data from multiple storage devices on storage networks.

» Storage networks over IP-based networks. Our products allow storage networking applications,
such as remote data replication, to be deployed over private networks that are based on Internet
protocol, or IP, the standard method for data transmission over the Internet. Our products were the
first to extend the Fibre Channel, SCSI and ESCON standards to IP-based networks. SCSI and
ESCON are older, widely used standards for communicating between computers. These products
uniquely enable businesses that use virtual private [P-based networks, or VPNs, to build storage
networking over WAN applications. In October 2002, we announced the first remote tape
backup/recovery solution for open systems environments to operate over thousands of miles utilizing
IP networks.

« Storage Network software. Qur management software uses open, standard interfaces that can
manage multiple product lines and protocols, across SAN, LAN, MAN and WAN environments.
Our software solutions facilitate the management of a businesses entire network infrastructure in a
single view, by proactively collecting network performance data, identifying problem areas and
correlating those problems back to the affected application, increasing data availability and reducing
the time required to diagnose and resolve problems.

In addition to our internally developed proprietary products, we have expanded our range of solutions
by offering third party products manufactured by others, coupled with our proprietary consulting,
integration, monitoring, and management services that allow our customers to rapidly design, implement
and manage complex storage environments. As a result, we are able to capture more of our customers’
spending dollars on storage solutions. We also offer telecommunications bandwidth thereby enabling us to
design and offer end-to-end storage networking solutions for our customers.

Our storage networking solutions operate across most business computing environments, including
open systems and mainframes. Open systems are server-based systems that are easy to scale, or expand,
and use hardware and software standards not proprietary to any vendor. Mainframes are computer systems
with high processing power that have historically been used by large businesses for storing and processing
large amounts of data. Compared to available alternatives, we believe our storage networking products offer
greater ability to connect various applications and heterogeneous environments using different interfaces,
protocols and standards, and to connect and link devices in storage networks transparently, meaning with
little or no alteration of other vendors’ hardware or software products.

Our Fibre Channel and FICON director solutions can be used as the backbone or core of businesses
high-speed SAN, LAN, MAN or WAN environments. With the ability to support multiple protocols,
interfaces, operating systems, management platforms and topologies, our solutions offer the port capacity,
bandwidth, and extensibility required for data intensive, anytime, anywhere applications. Our solutions
support the following applications: data and resource sharing to provide availability to crucial data
remotely, when and where businesses need it, helping to drive business efficiency; shared storage enabling
better storage utilization, since more servers are able to access more storage; clustering to enable
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continuous, reliable operation and to provide fault tolerance; storage consolidation, providing any-to-any
connectivity and better resource utilization, managed growth, and reduce storage hardware requirements.

We believe our solutions that enable storage networking applications over IP-based networks will
benefit existing customers and attract new customers, including mid-sized businesses. These solutions
extend the “bandwidth on demand” advantages of IP-based networks to storage applications and allow
customers to access telecommunications capacity only as needed through a virtual private network, or
VPN, connection, as opposed to leasing expensive dedicated lines. By deploying storage networks over
IP-based networks, companies can leverage their existing bandwidth, and can rely on their existing IP
network knowledge. We believe that these cost savings, along with the generally expected decreasing costs
of telecommunications capacity, will create high-growth opportunities for us in remote data replication,
remote tape vaulting and other storage networking applications we enable.

Our storage networking products consist primarily of our FC/9000® family of Fibre Channel and
FICON director class switches, and our UltraNet® family of products that connect storage devices. We
also market proprietary consulting, integration, monitoring, and management services that allow our
customers to rapidly design, implement and manage complex storage environments, and provide support
services for our proprietary products, and products manufactured by others. Our solution offerings,
including our proprietary products, third party products, and our proprietary service offerings, help our
customers design, deploy and manage enterprise storage solutions by supplying products and expertise for
implementing storage applications. Our solution offerings include consulting and integration services for
disaster recovery, business continuance, storage infrastructure and network performance. We also offer
integration services for data replication, enterprise backup and restore, SAN implementation and network
performance monitoring.

Our Market Opportunities

We believe several forces will continue to drive the demand for our storage networking products and
services:

» Customers are continuing to implement Fibre Channel and FICON technology to dramatically
improve the speed and performance of data input and output, or 1/0, between existing storage
devices and the ability to connect additional devices to storage networks. Historically, because of
constraints in technology and scalability, customers have built their networks using numerous 32
and 64 port Fibre Channel switches, thereby increasing complexity, and reducing the manageability
of their networks. We believe customers will consolidate numerous smaller switches into larger
director class switches to improve the manageability of their networks. We believe this trend will
provide an enhanced market opportunity for our large, director class 256 port Fibre Channel and
FICON switches.

e There are significant opportunities for selling additional products and providing additional services
to our existing customer base. For example, we have a large install base of customers using our
ESCON director products. We believe these customers would have a significant need to upgrade to
either Fibre Channel or FICON storage networks, providing us with an attractive market
opportunity.

« The volume of enterprise data is expected to increase significantly due to the proliferation of Web-
based content, digital media, e-mail, supply chain management, customer relations management
and other data-driven business applications. As a result, the demand for storage capacity continues
to grow.

« Actual and expected declines in telecommunications costs and the introduction of cost-effective
technologies such as Fibre Channel switching and fiber optic transmission capabilities will make
remote data replication and remote tape backup applications more financially attractive for our
customers. These costs trends coupled with the introduction of new technologies contributes to a
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trend of consolidating and connecting storage across many servers and many locations, which drives
demand for our products and services.

» Storage networking applications over IP-based networks will further expand the type and amount of
data our customers will backup and replicate to remote locations. This will also make these
applications more affordable for customers with fewer storage requirements.

« The increased complexities of storage applications, such as interoperability, storage effectiveness,
and business efficiency issues, results in customers requiring storage integration and implementation
expertise. We believe our services permit customers to effectively solve these issues, driving demand
for our products and services and increasing our revenues.

« Customers require that their business critical applications have effective disaster recovery solutions.
The events of September 11, 2001 demonstrate the need for and functionality of our products and
services. Our customers had 40 systems located in lower Manhattan that were significantly
impacted. Because our products were routing data to remote facilities on behalf of customers
located in and around the World Trade Center, we believe all products worked as designed,
resulting in no material loss of data by any customer.

International Data Corporation, or IDC, estimates that the worldwide revenue for SAN-attached disk
storage systems will grow from $6.68 billion in 2003 to $9.98 billion in 2007, a compound annual growth
rate of 10%. Another indication of demand for our storage networking solutions is the growth of the Fibre
Channel industry. IDC estimates the revenue for Fibre Channel hubs, switches and directors will grow
from $938 million in 2003 to $2.2 billion in 2007, which reflects a compound annual growth rate of 23%.
Gartner storage services estimates the demand for storage consulting, implementation and management
services will grow from $7.4 billion in 2003 to $10.0 billion in 2007, a compound annual growth rate of 8%.
We believe these industry trends, in addition to the specific foregoing factors, will continue to drive
demand for our products, and provide us with future growth opportunities.

Selected Recent Development

On April 6, 2003, we entered into an agreement whereby our wholly owned subsidiary would acquire
all of the shares of Inrange that were owned by SPX Corporation. The shares acquired constituted
approximately 91% of the issued and outstanding shares of Inrange for a purchase price of $2.31 per share
and $173 million in the aggregate. On May 5, 2003 we completed the acquisition of Inrange and pursuant
to the agreement the subsidiary merged into Inrange, and the remaining capital stock owned by the other
Inrange shareholders was converted into the right to receive $2.31 per share in cash, resulting in a total
payment of approximately $190 million for both the stock purchase and merger. In connection with the
acquisition, we incurred charges for in-process research and development of $19.7 million, integration
expenses of $5.4 million primarily related to severance and wages for terminated CNT employees, and
$1.6 million for the write-down of inventory related to the integration of the CNT and Inrange product
offerings. The integration of Inrange into our company is now complete, and we expect our integration of
the two companies will result in over $20 million in annual cost savings.

Our acquisition of Inrange makes us one of the world’s largest providers of complete storage
networking products, solutions and services, with combined 2003 pro forma annual revenues of
approximately $400 million. We have global leadership positions in our combined markets. The acquisition
significantly broadens and strengthens our portfolio of storage networking products and solutions, increases
our global size and scope, expands our customer base, and provided us with significant opportunities for
both revenue growth and cost reduction synergies.




Storage Networking Overview
Storage Networking Industry Background
Growth in Enterprise Data

The volume of enterprise data is increasing due to the proliferation of Web-based content, digital
media, e-mail, supply chain management, customer relations management and other data-driven business
applications.

Limirations of Traditional Storage Products

The growth of the size and amount of data stored has presented organizations with significant data
management challenges and increased storage related costs. As the volume of data stored, and the number
of users that require access to the data continue to increase, storage systems and servers are burdened by
an increased number of input/output, or 1/0, transactions they must perform. Hence users are moving to
Fibre Channel and FICON protocols that dramatically improve the speed of data I/0 between existing
storage devices, and the ability to connect additional devices to storage networks. However, traditional
storage architecture has inherent speed, distance, capacity and performance constraints. For example,
depending on the standards and protocols used, the following constraints may exist:

bandwidth, or the data transmission rate, is generally fixed at 15, 40 or 80 megabytes per second;
+ distance between devices is limited to 12 to 150 meters;
« connectivity is limited to 15 storage devices;

+ lack of data management capability in SCSI devices places the burden for management tasks on
servers, thereby degrading network performance;

« if the server to which the data storage device is connected fails, the data cannot be accessed; and

o local area network, or LAN, performance can be significantly degraded while the LAN is being
used for storage backup applications.

Advent of Storage Networking Services

Storage networking is necessary for the effective use of large data-intensive applications such as
enterprise resource planning, customer relationship management, and digital media. Our current and
potential customers have a growing need to access and protect the business critical data created by these
types of applications. As a result, we expect increased demand for the purchase and installation of storage
networks, which will drive demand for our products and demand for our consulting, integration, and
managed services for end-to-end storage solutions. As a result of the installation of these solutions, we
expect there will also be increased demand for support services.

Complexity and interoperability issues associated with storage networks, coupled with budgetary
constraints, cause customers to struggle with the effective implementation of storage networking
environments. We believe this will cause many potential customers to look outside their organization for
help. Thorough knowledge across a wide variety of proprietary technologies and standards, combining
storage expertise and networking knowledge, is not easily found in the marketplace. We anticipate
companies such as ours, with comprehensive expertise and skill sets in disaster recovery, business
continuity, storage resource management, database, tuning, troubleshooting, switches, Fibre Channel and
FICON protocols, networking and storage arrays, will be able to fill in the void for these customers with
consulting and integration services. We believe customers may also look to contract out the management
of these storage networks as a result of outsourcing the design and implementation of these solutions.
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Our Storage Networking Solutions

Our storage networking solutions, consist of products and services that address the limitations of
traditional storage architecture in the following ways:

s Network infrastructure — Our Fibre Channel and FICON directors are at the heart of applications
spanning local, metropolitan, and wide area environments, with the ability to support multiple
protocols, interfaces, operating systems and management topologies, our large 256 port capacity
delivers a larger, centralized core that eliminates disruptions, management complexity and reduced
performance resulting from large storage networks based on multiple smaller port directors.

» Storage networks over unlimited distance — Our products and services enable organizations to
create secure storage networks without any distance limitations. This allows the creation of storage
networking over WAN environments in such critical applications as remote data replication,
enterprise backup and recovery and remote tape vaulting.

s Any-to-any connectivity — Our products are protocol independent — they can connect devices that
use Fibre Channel, SCSI, ESCON, and bus and tag protocols. These devices can be connected and
extended over telecommunications links including T1/E1, T3/E3 and ATM (OC3, OC12), packet
over sonet, or WAN protocols like IP, Fibre Channel and fiber optics. We believe our products
connect with substantially all storage vendors.

» Infrastructure options — Our products enable the use of IP, ATM, Fibre Channel and fiber optics
for expanded use of storage network infrastructure. This supports the growing amounts of storage
created by applications like e-mail and increases due to user demands to access applications in a
continuous mode.

» IP-based networking solutions — We enable remote data replication over IP-based networks using
software provided by EMC, 1BM, Hitachi and Hewlett-Packard. Our solutions allow our customers
to capitalize on inexpensive “bandwidth on demand” capabilities of IP-based networks and use
existing IP capacity, especially at low traffic times of the day, and rely on existing IP network
knowledge. We anticipate expanding storage networking application support with products from
other vendors.

» Storage Network Software — Qur software solutions facilitate the management of a businesses
entire network infrastructure in a single view, by pro-actively collecting network performance data,
identifying problem areas and correlating those problems back to the affected application, increasing
data availability and reducing the time required to diagnose and resolve problems.

« Consulting and integration services — Our consulting and integration services help customers
evaluate, analyze, design, install and manage storage networks. We believe these value-added
services assist customers in designing, implementing, and managing storage networks more
effectively than they could on their own. Our integration services help customers deal with the
complexity of implementing a storage network that is scalable and compatible with customer
resources. These services bolster sales of our high margin FC/9000® and UltraNet® products and
allow us to capture more of our customers’ spending. We offer bundled telecommunications access
with our products and services to provide customers a complete end-to-end operating solution.

» Managed services — We offer outsourced storage management services that complement our current
storage networking products on a 24x7x365 basis. These services consisting of solutions,
implementation, pro-active management and maintenance satisfy a businesses complete storage
networking requirements, all for a single monthly fee. Our network management service helps our
customers monitor their UltraNet® and FC/9000® products, third party manufactured products, and
third-party telecommunication lines and allows them to quickly respond to and resolve storage
network issues.

» Data migration — Our data migration services help our customers migrate large amounts of data
from one data center or storage facility to another during consolidation or expansion of data centers.
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This is a turnkey service including personnel, equipment, software and support. We anticipate
adding other outsourced services to monitor and manage complete end-to-end storage solutions for
our customers and help drive demand for our storage networking products.

Our Fibre Channel and FICON storage networking solutions are at the core of applications spanning
local, metropolitan, and wide area environments, and offer the port capacity, bandwidth, and extensibility
required for data intensive anytime, anywhere applications, including support for backup and recovery of
data to enable cost-effective business continuity; data and resource sharing to provide availability to crucial
data remotely; shared storage enabling better storage utilization; data mining and data imaging requiring
the transfer of large amounts of data; storage consolidation providing better resource utilization and
E-commerce applications with critical demands for continual uptime.

Our UltraNet® storage networking solutions are used for immediate, or real-time, backup and
recovery, and support a technology known as remote data replication. Data replication avoids the serious
threat to businesses posed by the loss of data between data system backups by simultaneously creating
up-to-the-minute images of business-critical data on multiple backup storage disks. Tape backup over long
distances, or tape pipelining, using our UltraNet® Edge Storage Router dramatically improves the
performance of remote tape backup, making it a viable solution for business continuity and disaster
recovery. Our remote data replication technology permits the backups to be transmitted to a separate
geographic location, thereby reducing the risk of natural and site-wide disasters. This technique also
permits rapid recovery of data when needed.

We also enhance continuous business operations. Traditional LAN-based storage management
requires manual handling and transportation of storage to an off-site location. While this ensures a
physically-separated copy of valuable corporate data, it requires additional time and expense for handling
and transportation. By bridging the storage network over the WAN, backups can be instantly made to
remote locations on disk media, including by data replication, or on tape, known as electronic tape
vaulting. This allows for more secure archiving and timely retrieval of the correct business critical data.

Our Stovage Networking Strategy

We intend to build upon our position as a leading provider of storage networking solutions. Key
elements of this strategy are as follows:

Extend Storage Networking Technology Leadership

We intend to extend our storage networking technology leadership by continuing to broaden our
product and service offerings and by expanding our storage networking solutions into new markets. Our
acquisition of Inrange in 2003 provided us with important new growth markets for Fibre Channel and
FICON switching. The FC/9000® Fibre Channel and FICON switching products we acquired with
Inrange have more port capacity or bandwidth than any other Fibre Channel director product currently
available, providing users with the ability to expand the core of their Fibre Channel and FICON storage
networks to 256 ports without disruption or a reduction in performance.

In June 2003 we announced the first Fibre Channel and FICON director products with integrated
metropolitan area and wide area network capabilities, uniquely positioning these products to support long
distance applications, using high-speed interfaces at virtually unlimited distances. Typical customer
applications include business continuity, data center migration and consolidation, remote disk mirroring,
remote tape backup/recovery, data archiving and consolidation of storage and servers.

We have continued to offer new products and enhancements for storage networking over WANSs,
including IP over Fibre Channel, IP over ATM WANSs and IP tape pipelining. Currently, our IP-based
network solutions enable remote data replication, in conjunction with software products from EMC, IBM,
Hitachi and Hewlett-Packard and remote tape vaulting over 1P-based networks. Our network management
services enable us to use our expertise to assist customers in keeping the data stored in their storage
networks performing efficiently and continuously.



We intend to build market share by continuing to focus on areas that make storage networks more
useful and accessible, such as WAN applications, any-to-any connectivity, IP-based network and network
performance solutions. To achieve leadership, we intend to capitalize on the remote data replication,
enterprise backup and recovery, remote tape vaulting and network management capabilities of our
products.

We have developed FICON extension offerings with IBM’s Enterprise Storage Server Extended
Remote Copy (XRC) support. We already have over 60 IBM XRC installations at some of the largest
data centers in the world, and we have been supporting FICON for several years. We expect that
customers will look to us to support their wide-area infrastructure in these environments, given our
significant experience with the XRC and FICON protocols.

In January 2004, our new UltraNet® Edge 3000 storage router received the silver award for product
of the year for networking equipment from Storage magazine and SearchStorage.com. The UltraNet® Edge
is the first storage router to seamlessly integrate both open systems and mainframe environments over any
distance. When we developed the UltraNet® Edge 3000, we were committed to providing our customers
with the performance, flexibility and cost savings required by today’s businesses. Winning the award
provides validation that we have achieved those goals.

We recently announced the availability of our inVSN family of storage network software solutions
that facilitate the management of an enterprise’s entire SAN, MAN and WAN infrastructure. Our inVSN
software is uniquely designed to visualize and correlate network information across multiple topologies. No
other solution gives users this type of insight to issues across their entire enterprise infrastructure. By being
able to view and entire storage application, businesses can troubleshoot network issues ahead of time so
that they can proactively take action and avoid outages. This proactive approach means less time and
money spent on managing storage network problems.

Expand Our Consulting and Integration Services

Our consulting and integration services help customers evaluate, analyze, design, install and manage
storage networks. We believe these value-added services assist customers in designing, implementing, and
managing storage networks more effectively than they could on their own. Our integration services.
eliminate the complexity of implementing a storage network that is scalable and compatible with customer
resources. These services bolster sales of our high margin FC/9000® and UltraNet® products and allow us
to capture more of our customers’ spending. We offer bundled telecommunications access with our
products and services to provide customers a complete end-to-end operating solution.

Grow Managed Services

We anticipate adding other outsourced services to monitor and manage complete end-to-end storage
solutions for our customers to help drive demand for our storage networking products. We offer outsourced
storage management services that complement our current storage networking products on a 24x7x365
basis. These services consisting of solutions, implementation, proactive management and maintenance
satisfy businesses complete storage networking requirements, all for a single monthly fee. Our network
management service helps our customers monitor their UltraNet® and FC/9000® products, third party
manufactured products, and third-party telecommunication lines and allows them to quickly respond to and
resolve storage network issues.

Our data migration services help customers migrate large amounts of data between data centers or
storage facilities to facilitate consolidation or expansion of data centers. This is a turnkey service, including
personnel, equipment, software and support. We anticipate adding other outsourced services to monitor and
manage complete end-to-end storage solutions for our customers and help drive demand for our storage
networking products.




In January 2004, we signed a $15 million contract with a division of the IBM company to provide on
demand storage service offerings, consisting of our storage networking products, implementation services,
network monitoring and maintenance.

Further Strengthen Relationships with Storage Networking Industry Leaders

We have established relationships with leaders in the storage networking market, including storage
vendors, telecommunications providers, storage management software providers and Fibre Channel switch
manufacturers. The parties with whom we have strategic relationships include companies such as Brocade,
EMC, Hewlett-Packard, Hitachi Data Systems, IBM, StorageTek, and Dell Computer Corporation. We
intend to strengthen our existing relationships and develop new relationships that enable us to offer
complementary products and services. We believe our current and future strategic relationships will
facilitate the integration of our products, thereby increasing our market share and reducing the length of
our sales cycle.

In October 2003, we expanded our strategic relationship with Brocade to enable seamless extension of
Brocade SANs over distance using our storage networking solutions. We will continue to offer the Brocade
family of SilkWorm® fabric switches to our global customers and will designate these products as preferred
storage networking solutions, complementing our current FC/9000® Fibre Channel and FICON director-
class switch offerings. In addition, Brocade will recommend our UltraNet® Edge products as a preferred
SAN extension solution to its OEM and reseller channels worldwide. More than 300 customers have
already deployed Brocade SANs with our extension products. Together, our two companies will provide
customers a proven core-to-edge storage solution that includes the industry’s leading SAN infrastructure
solutions and the industry’s most installed SAN extension devices. This will allow customers to seamlessly
extend Brocade SANs with Fibre Channel over IP, ATM or SONET networks for improved information
access, data availability and business continuity across the enterprise.

In addition, our global support organization can provide support for all Brocade products through our
24x7x365 call center and worldwide logistics network. Brocade’s customers and worldwide partners can
also fully leverage our professional and global support services, including proactive remote monitoring and
management services. Brocade has also agreed to qualify the interoperability between our FC/9000® Fibre
Channel and FICON Director products and Brocade’s SilkWorm® fabric switches. As a result, our
customers will be able to build storage networks consisting of CNT and Brocade products, thereby
extending the value of our FC/9000® environments.

Our Storage Networking Products

Our storage networking products include the FC/9000® family of Fibre Channel and FICON director
products we acquired with the acquisition of Inrange in May 2003, and the UltraNet® family of storage
director products.

FC/9000® Fibre Channel and FICON Directors are at the heart of applications spanning local,
metropolitan, and wide area environments. The FC/9000® delivers the speed, reliability, and high
availability required for a 24x7x365 world. With the ability to support multiple protocols, interfaces,
operating systems, management platforms and topologies, the FC/9000’s® 256 port capacity delivers a
large, centralized core eliminating the disruptions, management complexity, and reduced performance of a
network based on multiple smaller directors.

UltraNet® Storage Director is a high performance switching product that enables storage networks to
establish a direct connection between storage elements and servers and share data among diverse servers
and storage systems, and networks that are local and geographically dispersed. The switch provides
connectivity among SCSI, ESCON, bus and tag, Fibre Channel, FICON and WANs.

UltraNet® Edge Storage Router complements the UltraNet® Storage Director by meeting the needs of
a broader market. It provides a new price and performance entry point, which do not require high port-
density and mixed platform support offered by the UltraNet® Storage Director. The UltraNet® Edge
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Storage Router is designed to reduce the total cost of ownership of enterprise-wide storage networking
solutions by leveraging the lower-cost bandwidth offered by IP networks and the performance
improvements provided by Fibre Channel.

Third party manufactured storage networking products supplied by us that are designed and
manufactured by others, include the following:

* storage systems;

+ Fibre Channel switches;

» telecommunications capacity;
« fiber optical multiplexers;

» software; and

* SETVers.

Our Storage Networking Services

Our storage networking services help our clients design, deploy, monitor and manage end-to-end
storage solutions. We believe these solutions allow our customers to better manage risk and reduce the
cost of storage solutions in the enterprise.

Consulting Services

Our consulting services analyze a company’s storage needs, determine a storage networking solution to
meet those needs, and assist in the development of a business case to justify the storage networking
solution. With our consulting, we assist our customers in making their existing networks more flexible and
easier to manage. Our consulting expertise is focused on business continuation, disaster recovery, storage
infrastructure and network performance to assist information technology managers and corporate executives
responsible for planning and funding resources in making sound data management and storage decisions.

Integration Services

Our integration services help companies implement storage networking solutions. These services
include project planning, analyzing, designing and documenting a detailed network, installing storage
components, integrating storage components, and testing the functionality of the implemented storage
solution. Our storage networking products are at the core of our storage architecture implementations, and
our long-standing relationships with well-known and successful storage equipment and software
manufacturers place us at the forefront of storage management solutions. Our integration services focus on
data replication, enterprise backup and restore, SAN implementation and network management.

Managed Services and Telecommunications

We offer outsourced storage management services that complement our current storage networking
products on a 24x7x365 basis. These services consisting of solutions, implementation, proactive
management and maintenance satisfy a businesses complete storage networking requirements, all for a
single monthly fee. Our network management service helps our customers monitor their UltraNet® and
FC/9000® products, third party manufactured products, and third-party telecommunication lines, and
allows them to quickly respond to and resolve storage network issues.

Our managed services include a network management service. We monitor our customers’ FC/9000®
products, UltraNet® products, third party manufactured products and telecommunications networks
24x7x365. We believe this service allows our customers to optimize network performance, decreases the
chance of downtime and reduces recovery time after failures. Our data migration services help our
customers migrate large amounts of data from one data center or storage facility to another during
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consolidation or expansion of data centers. We also offer telecommunications services to our customers
whereby we resell bandwidth offered by various telecommunication carriers.

Support Services

We offer standard maintenance contracts for our proprietary storage networking products. The
contracts generally have a one-year term and provide for advance payment. Our products generally include
a one-year limited warranty. Customers purchasing our UltraNet® Director products generally purchase
maintenance contracts to supplement their one-year limited warranty. Customers are offered a variety of
contracts to choose from to suit their particular needs. For instance, current options allow a customer to
choose support 7 days a week, 24 hours per day, or 5 days per week, 11 hours a day. Other options offer
the customer the choice to select air shipment for replacement parts, with the part being installed by the
customer’s staff, or on site support with spare parts and service being provided by a local parts distributor.

Strategic Storage Networking Relationships

Offering customers effective storage networking solutions requires implementing diverse components,
including disk and tape storage devices, storage management software, network management products and
Fibre Channel products. Our storage networking relationships include those with key storage vendors,
storage management software providers and manufacturers of optical networking products. We market our
storage networking products directly and through worldwide distributors. We have strategic marketing and
supplier relationships with leading storage, telecommunications and fibre switching companies, including
Brocade, EMC, Hewlett-Packard, Hitachi Data Systems, IBM, StorageTek, Dell Computer Corporation
and Veritas. These relationships allow us to provide complete end-to-end storage solutions for our
customers.

Sales and Marketing

We market our Fibre Channel and FICON director switching products to end user customers through
our direct sales forces and through our relationships with storage system vendors.

We market our other storage networking products and services in the United States through a direct
sales force. We have established representative offices in Canada, the United Kingdom, France, Germany,
Belgium, [taly, Switzerland, Australia, Japan, and the Netherlands. We also market these products and
services in the United States and throughout the world through systems integrators and independent
distributors. We use an exclusive independent consultant to market telecommunications services.

We maintain our own marketing staff and direct sales force. As of January 31, 2004, we had
approximately 319 persons in our marketing and sales organization.
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Customers

Our customers include:

Financial Services Telecommunications Information Outsourcing Other
American Express AT&T Computer Sciences Corporation Best Buy
Bank of America British Telecommunications Electronic Data Systems Wal-Mart
Barclays Sprint IBM Global Services EchoStar
JP Morgan France Telecom Sungard Boeing
Chase Verizon Lockheed Martin
CitiGroup Mattel
Merrill Lynch Target
Rabobank International Merck
Fannie Mae

Fidelity

AXA

Nasdaq

IBM and its affiliates accounted for 22% of our revenue for fiscal 2003, and 10% of our revenue for
fiscal 2002. IBM re-sells the FC/9000 product we acquired with our acquisition of Inrange in May 2003.
This relationship accounted for the fiscal 2003 increase in IBM revenue as a percentage of our total
revenue. No single customer accounted for more than 10% of our revenue in fiscal 2001.

Research and Development

The markets in which we operate are characterized by rapidly changing technology, new standards
and changing customer requirements. Our long-term success in these markets depends upon our continuing
ability to develop advanced network hardware and software technologies.

To meet the future demands of our customers, we expect to:
+ increase the compatibility of our products with the products made by others;

» emphasize the flexible and modular architecture of our products to permit the introduction of new
and improved products within existing systems;

+» continue to focus on providing sophisticated diagnostic support tools to help deliver high network
availability and, in the event of failure, rapid return to service; and

* develop new products based on customer feedback and market trends.

Research and development expenses were 12% of total revenue for the year ended January 31, 2004,
and 13% of total revenue for each of the years ended January 31, 2003 and 2002. We intend to continue to
apply a significant portion of our resources to product enhancements and new product development for the
foreseeable future. We cannot assure you that our research and development activities will be successful.

Manufacturing and Suppliers

We purchase our printed circuit boards and product chassis from third party manufacturers. Our
in-house manufacturing activities include the addition of parts and components to printed circuit boards.
Other in-house manufacturing activities include quality assurance testing of completed boards and
subassemblies, and final system assembly, integration and quality assurance testing. We became ISO 9002
certified in 1993. In fiscal 2002, we achieved certification under the ISO 2000 standard.

We manufacture our products based on forecasted orders. Forecasting orders is difficult as most
shipments occur at the end of each quarter. Our customers generally place orders for immediate delivery,
not in advance of need. Customers may generally cancel or reschedule orders without penalties. At
January 31, 2004 we had a backlog for products and professional services of $38.4 million. We believe

12




approximately $17.7 million of our backlog will be recognized as revenue during the next 12 months in
fiscal 2004. Our backlog at January 31, 2003 was $13.7 million.

We manufacture our FC/9000® and UltraNet® products from subassemblies, parts and components,
such as integrated circuits, printed circuit boards, power supplies and metal parts, manufactured by others.
Some items manufactured by suppliers are made to our specific design criteria.

At January 31, 2004, we held $1.1 million of net inventory for parts that our vendors no longer
manufacture. Products in which those parts are included accounted for $63.7 million in revenue during the
year ended January 31, 2004. We expect that this inventory will be used in the ordinary course of our
business over the next five years. Relevant parts will have to be redesigned after the inventory is used.

We believe that we currently have adequate supply channels. Components and subassemblies used in
our products and systems are generally available from a number of different suppliers. However, certain
components in our other products are purchased from a limited number of sources. We do not anticipate
any difficulty in obtaining an adequate supply of such products and required components. An interruption
in our existing supplier relationships or delays by some suppliers, however, could result in production
delays and harm our results of operations.

Competition

Computer storage is a very large, multi-billion dollar, multi-faceted, industry that has spawned the
need for a diverse set of products, services and management solutions to address the needs of the large
enterprise.

This market has a diverse set of needs, often dictated by the total cost of ownership, that include high
availability, archive, large scale, high volume growth, flexibility, heterogeneous and interoperability
requirements for a spectrum of solutions for the enterprise. Data movement and replication (mirroring) are
two key applications that every customer must use a spectrum of products and services to get the job done.
Customers have varying degrees of needs based upon: the peculiar requirements for various vendor and
technology platforms; capacity; performance; access; back up and recovery time for the application user,
for auditors and regulators; and risk and cost management for the entire enterprise. These needs have a
further communications and distance dimension in their requirement to be local (same building) to each
other, on a campus, across the city, across the country or even internationally interconnected. These needs
often need to be satisfied across a diverse set of communications capabilities, including low and high speed
lines from T1 to OC48+, to diverse protocols from point to point, ATM and IP, to free space optics and
wireless, as well as the availability of dark fiber or wave length services.

Finally, customers often use existing technologies (including multi-generations of products) and
methods that must be compared and integrated for total enterprise storage management. These data
movement solutions would include: manual truck and archive storage, server based software for data
movement and replication, SAN, LAN, MAN and WAN fabric switching products and technologies, wave
division multiplexing, or WDM, products and technologies, and services across an array of providers both
in house and outsourced to the customer.

We believe we have positioned ourselves to be a leading competitor of storage networking products
and services, particularly in providing customers and service providers a wide range of integrated storage
networking solutions, from us and others, that address high performance, guaranteed data reliability, large
scale storage handling that addresses the above requirements for the global 2000 customers. Our key assets
include, not only our patents, engineering technologies and products, but our 7x24 services, our professional
consulting and our 20 years of diverse implementations experience in networking our clients most mission
critical information.

Our products are sold in markets where other market participants have significantly greater revenues
and internationally known brand names. Many of those market participants do not currently sell products
identical to ours today, but address customer needs from one vantage point or another, usually evolving as
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they and general customer requirements mature. However, such market participants may do so in the
future, and new products we develop may compete with products sold by well-known market participants.

While the Fibre Channel and FICON switching markets have yet to develop fully, we believe that the
market for our FC/9000® Fibre Channel and FICON director switching products will be highly
competitive, continually evolving and subject to rapid technology change. Our competitors in Fibre
Channel and FICON switching include Brocade Communications Systems, McData Corporation, Cisco
Systems, Inc., and Qlogic Corporation, as well as storage system vendors who may resell the Fibre
Channel and FICON switching products manufactured by our competitors.

Our competitors for our other storage networking products, primarily our UltraNet® family of
products, include storage system vendors and others including Akara, which is owned by Ciena, and
Nishan Systems, which is owned by McData. In addition, Cisco has acquired technology (Andiamo and
NuSpeed) with functionality similar to our product offerings. Also, EMC has a WAN capability for
storage networking that competes with our products. IBM and others continue to push the distance,
performance and price performance capabilities of channels using FICON and GDPS technologies. In
addition, some of the fiber channel switch and director companies, including McData, are stating that they
will be providing similar long distance IP based connectivity features with an integrated card. Software
vendors, Veritas, Legato and Tivoli/IBM offer data movement and replication capabilities today at lower
speeds and/or shorter distances.

Our storage solution services have numerous competitors, including consulting and integration services
offered by other storage solutions providers, telephone companies, and various other types of service
providers. In addition, nearly every major storage vendor, including EMC, IBM, HP, Sun, and Hitachi,
provide various capabilities in full service offerings for the design, implementation and operation of storage
infrastructures.

The markets in which we operate are characterized by rapidly changing technology and evolving
industry standards, resulting in rapid product obsolescence and frequent product and feature introductions
and improvements. We compete with several companies that have greater engineering and development
resources, marketing resources, financial resources, manufacturing capability, customer support resources
and name recognition. As a result, our competitors may have greater credibility with existing and potential
customers. They also may be able to adopt more aggressive pricing policies and devote greater resources to
the development, promotion and sale of their products than we can to ours, which would allow them to
respond more quickly than we could to new or emerging technologies and changes in customer
requirements. These competitive pressures may materially harm our business.

The competitive environments of markets in which our storage networking solutions are sold are
continuing to develop rapidly. We are not in a position to prepare long-range plans in response to unknown
competitive pressures. As these markets grow, we anticipate other companies will enter with competing
products. In addition, our customers and business relationships may develop and introduce competing
products. We anticipate the markets will be highly competitive.

The principal competitive factors affecting our products include total cost of ownership, customer
service, flexibility, price, performance, reliability, ease of use, bundling of features and capabilities and
functionality. In many situations, the potential customer has an installed base of a competitor’s products,
which can be difficult to dislodge. IBM, Cisco, EMC, Nortel, Microsoft and others can significantly
influence customers and control technology in our markets. However, we believe our direct sales force,
storage networking expert consultants and support services personnel offer us a substantial advantage over
new competitors, because these newer competitors do not have the knowledge of storage networking design
and support and any-to-any connectivity necessary to sell competing products and services.
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Intellectual Property Rights

We rely on a combination of trade secret, copyright, patent and trademark laws, nondisclosure
agreements and technical measures to establish and protect our intellectual property rights. That protection
may not preclude competitors from developing products with features similar to our products.

We currently own 29 patents and have 19 patent applications filed or in the process of being filed in
the United States with respect to our continuing operations. Our pending patent applications, however,
may not be issued. We have not applied for patent protection in any foreign countries. Not all of our
unique products and technology are patented. Our issued patents may not adequately protect our
technology from infringement or prevent others from claiming that our technology infringes that of third
parties. Failure to protect our intellectual property could materially harm our business. We believe that
patent and copyright protection are less significant to our competitive position because of the rapid pace of
technological change in the markets in which our products are sold and because of the effectiveness and
quality of our support services, the knowledge, experience and ability of our employees and the frequency
of our enhancements.

We rely upon a patent license agreement to manufacture our UltraNet® products that use ESCON.
This license expires on December 31, 2004. Historically, the license has been renewable every three years.
We renewed the license on commercially reasonable terms at the end of the first license period, and we
anticipate that we will be able to do so again under commercially reasonable terms.

We have from time to time received, and may in the future receive, communications from third
parties asserting that our products infringe on their patents. We believe that we possess or license all
required proprietary rights to the technology included in our products and that our products, trademarks
and other intellectual property rights do not infringe upon the proprietary rights of others. However, there
can be no assurance that others will not claim a proprietary interest in all or a part of the technology we
use or assert claims of infringement. Any such claim, regardless of its merits, could involve us in costly
litigation and materially harm our business.

The existence of a large number of patents in the markets in which our products are sold, the rapid
rate of issuance of new patents and short product development cycles means it is not economically
practical to determine in advance whether a product infringes patent rights of others. We believe that,
based upon industry practice, any necessary license or rights under such patents may be obtained on terms
that would not materially harm our consolidated financial position or results of operations. However, there
can be no assurance in this regard.

Employees

As of January 31, 2004, we had 1,215 full-time employees. We consider our ability to attract and
retain qualified employees and to motivate such employees to be essential to our future success.
Competition for highly skilled personnel is particularly intense in the computer and data communications
industry, and we cannot assure that we will continue to attract and retain qualified employees.

Website Access to Reports

The company’s website is located at www.cnt.com. The “Financial” link at this website provides, free
of charge, access to the Company’s annual report on Form 10-K, quarterly reports on Form 10-Q, current
reports on Form 8-K, and all related amendments as soon as reasonably practicable after such material is
electronically filed with, or furnished to, the SEC.

Special Note Regarding Forward-Looking Statements

This Form 10-K contains “forward-looking statements™ within the meaning of the securities laws.
These forward-looking statements are subject to a number of risks and uncertainties, many of which are
beyond our control. All statements other than statements of historical facts included or incorporated by
reference in this Form 10-K, including the statements under “Business” and elsewhere in this Form 10-K
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regarding our strategy, future operations, financial position, estimated revenues, projected costs, prospects,
plans and objectives of management are forward-looking statements. When used herein, the words “will,”
“believe,” “anticipate,” “plan,” “intend,” “estimate,” “expect,” “project” and similar expressions are
intended to identify forward-looking statements, although not all forward-looking statements contain these
identifying words. Although we believe that our plans, intentions and expectations reflected in or suggested
by the forward-looking statements we make in this Form 10-K are reasonable, we can give no assurance
that these plans, intentions or expectations will be achieved. Actual results may differ materially from
those stated in these forward-looking statements due to a variety of factors, including those described in
Item 7A. to this Form 10-K and from time to time in our filings with the SEC. All forward-looking
statements speak only as of the date of this Form 10-K. We assume no obligation to update or revise any
forward-looking statements, whether as a result of new information, future events or otherwise. These
statements are only predictions. Although we believe that the expectations reflected in the forward-looking
statements are reasonable, we cannot guarantee future results, levels of activity, performance or
achievements. The cautionary statements qualify all forward-looking statements, whether attributable to us,
or persons acting on our behalf.
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Item 2. Properties

Our principal administrative, manufacturing, engineering and development functions are located in
leased facilities in the Minneapolis, Minnesota suburb of Plymouth, and in the Philadelphia Pennsylvania
suburb of Lumberton New Jersey. In addition, we lease office space in England, France, Germany,
Belgium, Italy, Switzerland, Japan, and the Netherlands. We also lease space for sales offices for our
direct sales staff and systems consultants in 2 number of locations throughout the United States and
Canada. We believe our facilities are adequate to meet our current needs.

Item 3. Legal Proceedings

Inrange Technologies Corporation, which is now a wholly owned subsidiary of the Company, has been
named as a defendant in the case SBC Technology Resources, Inc. v. Inrange Technologies Corp., Eclipsys
Corp. and Resource Bancshares Mortgage Group, Inc., No. 303-CV-418-N, pending in the United States
District Court for the Northern District of Texas, Dallas Division. The action was commenced on
February 27, 2003. The complaint claims that Inrange is infringing one SBC patent by manufacturing and
selling storage area networking equipment, including Fibre Channel directors and switches, for use in
storage networks that allegedly embody certain inventions claimed in a patent owned by SBC. The
complaint asks for judgment that SBC’s patent is infringed by the defendants in the case, an accounting
for actual damages, attorneys fees, costs of suit and other relief. Additionally, Eclipsys has demanded that
Inrange indemnify and defend Eclipsys pursuant to documentation under which it acquired the product
from Inrange. Hitachi Data Systems Corporation has informed Inrange that it has also received a demand
from Eclipsys that Hitachi indemnify and defend Eclipsys for this action. Hitachi has put Inrange on
notice that it will tender any claim by Eclipsys for indemnification and defense of this action to Inrange.
Inrange has answered, denying SBC’s allegations. The case is in its preliminary stages and management is
evaluating the litigation. At this point, it is too early to form a definitive opinion concerning the ultimate
outcome of this matter.

A shareholder class action was filed against Inrange and certain of its officers on November 30, 2001,
in the United States District Court for the Southern District of New York, seeking recovery of damages
caused by Inrange’s alleged violation of securities laws, including section 11 of the Securities Act of 1933
and section 10(b) of the Exchange Act of 1934. The complaint, which was also filed against the various
underwriters that participated in Inrange’s initial public offering (IPO), is identical to hundreds of
shareholder class actions pending in this court in connection with other recent IPOs and is generally
referred to as In re Initial Public Offering Securities Litigation. The complaint alleges, in essence, (a) that
the underwriters combined and conspired to increase their respective compensation in connection with the
TPO by (i) receiving excessive, undisclosed commissions in exchange for lucrative allocations of IPO
shares, and (ii) trading in Inrange’s stock after creating artificially high prices for the stock post-IPO
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through “tie-in” or “laddering” arrangements (whereby recipients of allocations of IPO shares agreed to
purchase shares in the aftermarket for more than the public offering price for Inrange shares) and
dissemination of misleading market analysis on Inrange’s prospects; and (b) that Inrange violated federal
securities laws by not disclosing these underwriting arrangements in its prospectus. The defense has been
tendered to the carriers of Inrange’s director and officer liability insurance, and a request for
indemnification has been made to the various underwriters in the IPO. At this point the insurers have
issued a reservation of rights letter and the underwriters have refused indemnification. The court has
granted Inrange’s motion to dismiss claims under section 10(b) of the Securities Exchange Act of 1934
because of the absence of a pleading of intent to defraud. The court granted plaintiffs leave to replead
these claims, but no further amended complaint has been filed. The court also denied Inrange’s motion to
dismiss claims under section 11 of the Securities Act of 1933. The court has also dismissed Inrange’s
individual officers without prejudice, after they entered into a tolling agreement with the plaintiffs. On
July 25, 2003, the Company’s board of directors conditionally approved a proposed partial settlement with
the plaintiffs in this matter. The settlement would provide, among other things, a release of Inrange and of
the individual defendants for the conduct alleged in the action to be wrongful in the complaint. Inrange
would agree to undertake other responsibilities under the partial settlement, including agreeing to assign
away, not assert, or release certain potential claims Inrange may have against its underwriters. Any direct
financial impact of the proposed settlement is expected to be borne by Inrange’s insurers. The settlement
was approved subject to a number of conditions, including the participation of a substantial number of
other issuer defendants in the proposed settlement, the consent of Inrange’s insurers to the settlement, and
the completion of acceptable final settlement documentation. Furthermore, the settlement is subject to a
hearing on fairness and approval by the court overseeing the IPO litigations. At this point, it is too early to
form a definitive opinion concerning the ultimate outcome of this matter.

From time-to-time we are a party to various other legal actions and receive threats of litigation. At
this time, management does not believe any such litigation or threats will have a material impact on our
consolidated financial position or results of operations.

Item 4. Submission of Matters to a Vote of Security Holders

None.
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Item 4A. Executive Officers of the Company

Our executive officers are as follows:

Name Position Served Age

Thomas G. Hudson ......... Chairman of the Board, President and Chief Executive 58
Officer

Gregory T. Barnum ......... Chief Financial Officer, Vice President of Finance and 49
Corporate Secretary

Jeffrey A. Bertelsen ......... Vice President, Finance, Corporate Controller and 41
Treasurer and Assistant Secretary

Robert R. Beyer . ........... Vice-President of Worldwide Customer Support 43
Services

William C. Collette ......... Chief Technology Officer and Vice President of 60
Advanced Technology

James A. Fanella ........... Executive Vice-President Worldwide Sales and Services 46

Mark R. Knittel ............ Group Vice President of Worldwide Product Operations 49

Edward J. Walsh ......... .. Vice-President of Marketing and Business Development 36

Thomas G. Hudson has served as our President and as our Chief Executive Officer since June 1996,
as a director since August 1996 and as our Chairman of the Board since May 1999. From 1993 to June
1996, Mr. Hudson served as Senior Vice President of McGraw Hill Companies, a leading information
services provider, serving also as General Manager of its F.W. Dodge Division, and as Senior Vice
President, Corporate Development. From 1968 to 1993, Mr. Hudson served in a number of management
positions at IBM Corporation, most recently as Vice President Services Sector Division. Mr. Hudson’s
IBM career included varied product development, marketing and strategic responsibilities for IBM’s
financial services customers and extensive international and large systems experience. Mr. Hudson is a
graduate of the University of Notre Dame and New York University. Mr. Hudson attended the Harvard
Advanced Management Program in 1990. Mr. Hudson also serves on the board of directors of
Ciprico, Inc., Lawson Software, Inc., and PLATO Learning, Inc., all of which are public companies.

Gregory T. Barnum was appointed Vice President of Finance, Chief Financial Officer and Corporate
Secretary in July 1997. From September 1992 to July 1997, Mr. Barnum served as Senior Vice President
of Finance and Administration, Chief Financial Officer and Corporate Secretary at Tricord Systems, Inc.,
a manufacturer of enterprise servers. From May 1988 to September 1992, Mr. Barnum served as the
Executive Vice President, Finance, Chief Financial Officer, Treasurer and Corporate Secretary for Cray
Computer Corporation, a development stage company engaged in the design of supercomputers. Prior to
that time, Mr. Barnum served in various accounting and financial management capacities for Cray
Research, Inc., a manufacturer of supercomputers. Mr, Barnum is a graduate of the University of
St. Thomas.

Jeffrey A. Bertelsen was appointed Vice President, Finance, Corporate Controller and Treasurer in
March 2004. Mr. Bertelsen served as our Corporate Controller and Treasurer from December 1996 to
March 2004, and as our Controller from March 1995 to December 1996. From 1985 to March 1995,
Mr. Bertelsen was employed by KPMG LLP, a public accounting firm, most recently as a Senior Audit
Manager. Mr. Bertelsen is a graduate of the University of Minnesota.

Robert R. Beyer was appointed Group Vice President of Global Services in January 2004 and Vice
President of Global Service in March 2001. Mr. Beyer served as our Vice President of Quality and
Customer Service from January 1999 to March 2001, and as our Vice President of Quality and Process
Improvement from November 1998 to January 1999. From 1989 to November 1998, Mr. Beyer was
employed by NCR Corporation, most recently as Vice President, High Availability Services. Mr. Beyer
holds a bachelors degree in electrical engineering from South Dakota State University, and completed an
executive masters of business administration program at the University of St. Thomas.
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William C. Collette was appointed Chief Technology Officer in December 1998 and Vice President of
Advanced Technology in October 1999. Mr. Collette served as our Vice President of Engineering from
December 1995 to October 1999, and as our Director of Future Software Development and as a Software
Development Manager from June 1993 to December 1995. From 1990 to 1993, Mr. Collette was
employed by SuperComputer Systems, Inc. as a Senior Software Engineer, where he worked with Steve
Chen to design the networking for the SS1 Supercomputer. Mr. Collette holds a bachelors degree in
business management from Metro State University.

James A. Fanella was appointed Executive Vice-President Worldwide Sales and Services in February
2003. From August 2001 to November 2002, Mr. Fanella served as Senior Vice President, Yahoo!
Enterprise Solutions (YES). From September 2000 to July 2001, Mr. Fanella served as Vice President,
Global Services for Commerce One, a business-to-business e-commerce company. From November 1999
to September 2000, Mr. Fanella served as Group President and General Manager of AppNet, Inc., an
e-commerce company acquired by Commerce One in September 2000. From August 1994 to October
1999, Mr. Fanella held various positions with Unisys Corporation, a large systems integration company, as
Managing Principal/Partner from September 1998 to October 1999, and Senior Principal/Partner from
August 1994 to September 1998. Mr. Fanella holds a bachelors degree in business from Western Illinois
University. Mr. Fanella also serves on the board of directors of Avatech, Inc., a public company.

Mark R. Knittel was appointed Group Vice President of Worldwide Product Operations in October
1999. From May 1997 to October 1999, Mr. Knittel served as our Vice President of Marketing, and also
as our Vice President of Architecture and Business Development from March 1997 to May 1997. From
July 1977 to March 1997, Mr. Knittel was employed with IBM where he held several executive
development positions for both hardware and software networking products, as well as multiple strategy
positions. Most recently, Mr. Knittel held the position of Director of Campus Product Marketing within
the Network Hardware Division of IBM. Mr. Knittel has a masters degree in philosophy from the
University of Chicago.

Edward J. Walsh was appointed Vice President of Strategy, Marketing and Alliances in June 2003.
From May 2002 to June 2003, Mr. Walsh served as our Vice President of Marketing and Business
Development, and as Vice President and General Manager of our Storage Solutions Division from April
2001 to May 2002. From 1989 to April 2001, Mr. Walsh held various sales and marketing positions with
Articulent, Inc., a storage solutions provider we acquired in April 2001, most recently as Vice President of
Sales. Mr. Walsh holds a bachelors degree from the University of Massachusetts.
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PART I

Item 5. Market for the Registrant’s Common Equity and Related Shareholder Matters
PRICE RANGE OF COMMON STOCK

Our common stock is traded on the Nasdaq National Market under the symbol “CMNT.” As of
April 1, 2004 there were 27,711,729 outstanding shares of the Company’s common stock. The following
table sets forth for the indicated periods the range of high and low per share sales prices for our common
stock as reported on the Nasdaq National Market:

Price Range of
Common Stock

_High  Low

Fiscal Year Ended January 31, 2003
First Quarter. .. ...t e $21.75  $8.80
Second QUarter .. ..ot i e 9.70 5.41
Third Quarter .. ... o 7.99 3.79
Fourth Quarter. . ... .. . e 9.88 5.91

Fiscal Year Ended January 31, 2004
First QUarter. ... .. $ 7.58 $4.58
Second QuUarter . ... ... e 8.76 5.60
Third QUarter . . ... e 10.55 6.15
Fourth Quarter. ... ... o e 11.84 8.83

On April 1, 2004, the closing price of the Company’s stock, as reported by the Nasdaq National
Market was $8.07. Sharcholders are urged to obtain current market quotations for the Company’s common
stock. As of April 1, 2004 there were approximately 1,000 shareholders of record. The Company estimates
that approximately an additional 10,500 shareholders own stock held for their accounts at brokerage firms
and financial institutions.

DIVIDEND POLICY

We have not paid any cash dividends since our inception, and we do not intend to pay any cash
dividends in the future.
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Item 6. Selected Consolidated Financial Data

Years Ended January 31, D‘;eczgnEb:ggdl’

2004(5) 2003(4) 2002(3) 2001(2) 1999(1)
(in thousands, except per share data)

Consolidated Statements of Operations

Data(7):
Revenue:
Productsales ......................... $239,839  $145,355  $129,276  $125,432 § 89,248
Service fees ........ . ... .. 121,038 66,160 57,747 50,674 36,741
Total revenue ............oooun.. 360,877 211,515 187,023 176,106 125,989
Cost of revenue:
Cost of product sales................... 143,992 89,110 76,254 52,873 38,411
Costof service fees .. .................. 72,262 38,210 37,328 30,308 19,798
Total cost of revenue ................ 216,254 127,320 113,582 83,181 58,209
Gross profit ....... ... i 144,623 84,195 73,441 92,925 67,780
Operating expenses:
Sales and marketing ................... 88,396 57,849 52,156 41,019 34,626
Engineering and development ........... 42,719 26,872 23,452 22,572 18,456
General and administrative ............. 16,073 10,694 9,311 8,697 6,922
In-process research and development ... .. 19,706 — — — —
Goodwill impairment .................. 204 — — — —
Abandoned facility .................... — — — (287) —
Restructuring charge . ............... ... — 1,666 996 - 1,331
Total operating expenses. . ............ 167,098 97,081 85,915 72,001 61,335
Income (loss) from operations ............ (22,475) (12,886) (12,474) 20,924 6,445
Loss on sale and write down of webMethods ‘
StOCK .o — — (10,283) — —
Other income (loss), net ................. (1,668) 869 5,537 3,152 110
Income (loss) from continuing operations
before income taxes ................... (24,143)  (12,017)  (17,220) 24,076 6,555
Provision (benefit) for income taxes........ 625 16,527 (5,292) 7,947 2,229
Income (loss) from continuing operations . . . (24,768)  (28,544)  (11,928) 16,129 4,326
Income (loss) from discontinued operations,
netoftax ........... ... ... 715 207 8,222 (4,135) 329
Net income (loss) before cumulative effect
of a change in accounting............... (24,053)  (28,337) (3,706) 11,994 4,655
Cumulative effect of change in accounting
principle ........ ... .. — (10,068) — — —
Net income (10S8) .. ... vvevvinnunnennns $(24,053) $(38,405) §$ (3,706) $ 11,994 § 4,655
Diluted income (loss) per share:
Continuing operations .. ................ $ (91) $ (1.02) $§ (40) % S8 % 17
Discontinued operations . ............... $ 03 3§ 01 8 28 0§ (15 $ .01
Cumulative effect of change in accounting
PHNCIPIE . ...ttt $ — § (36) $ — - § —
Net income (1088} ... vvvveiveinnnns $ (89 $ U3 § (12 § 43 $ .18
Diluted shares ................ ... ..... 27,116 28,111 29,892 27,813 25,818
Other Financial Data(6):
Ratio of earnings to fixed charges.......... —_ — — 12.41x 5.13x




As of

As of January 31, December 31,
2004 2003 2002 2001 1999

Consolidated Balance Sheet Data:
(in thousands)
Cash, cash equivalents and marketable

SECUMTHES .+ e e et et e $ 77,486  $209,484 $118,014 $150477 $ 26,895
Working capital . ........... ... ... 71,571 229,736 160,271 182,625 50,715
Totalassets . ...............ciiiiniin.n. 412,381 339,169 269,738 268,623 110,654
Long-term obligations.................... 125,000 125,000 708 1,952 1,780
Total shareholders’ equity................. 142,807 151,631 216,643 213,102 78,472

(1) On January 12, 2000, we changed our fiscal year to end on January 31st, rather than December 31st.
Includes special charges in the fourth quarter of fiscal 1999 of $1.4 million for the write-off of non-
SAN-related products and $1.3 million for an abandoned facility.

(2) Includes a reversal of the unused balance of a fiscal 1999 fourth quarter accrual for an abandoned
facility of $287,000.

(3) Includes special charges and other items recognized in the first quarter of fiscal 2001, including a
$2.0 million write-down of inventory, a $325,000 write-off of a product, a $996,000 restructuring
charge and a $10.3 million loss on the sale and write-down of webMethods common stock acquired
from the disposition of a portion of our discontinued operations.

(4) Includes special charges in the fourth quarter of fiscal 2002 of $1.7 million for severance and
professional fees related to canceled acquisition activity. It also includes an earn-out payable to the
employees of BI-Tech of $744,000, of which $195,000 was recorded as cost of service, and $549,000
as operating expense. Other income for fiscal 2002 was reduced by a $1.0 million investment write-
down. Income tax expense for fiscal 2002 includes a non-cash charge of $23.6 million for a valuation
allowance related to our United States deferred tax assets. In connection with the adoption of
Statement of Financial Accounting Standards No. 142 “Goodwill and Other Intangible Assets”, we
recorded a $10.1 million non-cash charge for impairment of goodwill associated with the acquisition of
Articulent in April 2001 as a “Cumulative effect of a change in accounting principle”.

(5) Includes a $19.7 million charge for in-process research and development and $7.0 million of
integration charges related to the acquisition of Inrange, of which $1.6 million was recorded as cost of
product for the write-down of inventory and $5.4 million was recorded as operating expense, primarily
wages and severance for terminated employees. It also includes an earn-out payable to the employees
of BI-Tech of $312,000, of which $131,000 was recorded as cost of service, and $181,000 as operating
expense. A goodwill impairment charge of $204,000 was recognized in the fourth quarter of fiscal
2003 related to the closing of a small sales subsidiary. Included in other income was a $747,000 net
gain recognized during the first quarter of fiscal 2003 related to the sale of marketable securities.

(6) For fiscal years 2003, 2002 and 2001, earnings were inadequate to cover fixed charges by
$24.1 million, $12.0 million and $17.2 million, respectively. These ratios are calculated by dividing
(a) income from continuing operations before income taxes and fixed charges by (b) fixed charges.
Fixed charges include interest expense plus a portion of rental expense attributable to interest.

(7) See “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and
“Consolidated Financial Statements and Supplementary Data” included herein for a discussion of
accounting changes, business combinations and dispositions of businesses affecting the comparability
of the information reflected in the selected financial data.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following section should be read in conjunction with Item 1: Business; [tem 6: Selected
Consolidated Financial Data; and Item 8: Consolidated Financial Statements and Supplementary Data.

Overview

We are a leading provider of today’s most cost-effective and reliable storage networking solutions. For
over 20 years, businesses around the world have depended on us to improve business efficiency, increase
data availability and manage their business-critical information. We apply our technology, products and
expertise in open storage networking architecture and business continuity to help companies build end-to-
end storage solutions, including hardware and software products, analysis, planning and design, multi-
vendor integration, implementation and ongoing remote management. We focus primarily on helping our
customers design, develop, deploy and manage storage and data networks, including storage area networks,
or SANSs, a high speed network within a business’ existing computer system that allows the business to
manage its data storage needs with greater efficiency and less disruption to its overall network. We design,
manufacture, market and support a wide range of solutions that provide fast and reliable connections
among networks of computers and related devices, allowing customers to manage and expand large,
complex storage networks efficiently, without geographic limitations, including applications such as remote
data replication, or the real-time backup of data to remotely located disks, and remote tape vaulting, or the
backup of data to remotely archived tapes. We market our storage networking products and services
directly to customers through our sales force and worldwide distributors. We also have strategic marketing
and supply relationships with leading storage, telecommunications and fibre switching companies, including
Brocade, EMC, Hewlett-Packard, Hitachi Data Systems, IBM, StorageTek, and Dell Computer
Corporation.

On May 5, 2003, we completed the acquisition of Inrange for $190 million in cash plus transaction
costs. Inrange designs, manufactures, markets and supports switching and networking products for storage
and data networks. Inrange’s flagship product, the FC/9000®, is the most scalable storage networking
director-class switch available for SANs. With an ability for customers to upgrade and scale to 256 ports
without disrupting existing systems, the FC/9000® provides a platform from which enterprises can build
storage networks that can be used in systems where reliability and continuous availability are critical. The
acquisition of Inrange makes us one of the world’s largest providers of complete storage networking
products, solutions and services, with combined 2003 pro forma annual revenues of approximately
$400 million. We believe we have global leadership positions in our combined markets. The acquisition
significantly broadens and strengthens our portfolio of storage networking products and solutions, increases
our global size and scope, expands our customer base, and provided us with significant opportunities for
both revenue growth and cost reduction synergies. We expect our integration of the two companies will
result in over $20 million in annual cost savings.

Our revenues, were $360.9 million, $211.5 million and $187.0 million for the years ended January 31,
2004, 2003 and 2002, respectively. OQur revenues for the year ended January 31, 2004 include the
acquisition of Inrange from May 5, 2003. The markets in which we operate are characterized by rapidly
changing technology and evolving industry standards, resulting in rapid product obsolescence and frequent
product and feature introductions and improvements. We compete with several companies that have
greater engineering and development resources, marketing resources, financial resources, manufacturing
capability, customer support resources and name recognition. As a result, our competitors may have
greater credibility with existing and potential customers. They also may be able to adopt more aggressive
pricing policies and devote greater resources to the development, promotion and sale of their products than
we can to ours, which would allow them to respond more quickly than we can to new or emerging
technologies and changes in customer requirements.

Our competitors for our storage networking products, primarily our UltraNet® family of products,
include storage system vendors and others including Akara, which is owned by Ciena, and Nishan
Systems, which is owned by McData. In addition, Cisco has acquired technology (Andiamo and
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NuSpeed) with functionality similar to our product offerings. EMC has a WAN capability for storage
networking that competes with our products. Our UltraNet® product revenue may be impacted as
customers switch to channels such as FICON with improved distance and price performance capabilities
or to less expensive IP based solutions. There are numerous competitors for our third party product and
solution sales.

While the Fibre Channel and FICON switching markets have yet to develop fully, we believe that the
market for our FC/9000® Fibre Channel and FICON director switching products, and our next generation
products, will be highly competitive, continually evolving and subject to rapid technology change. Our
competitors in Fibre Channel and FICON switching include Brocade Communications Systems, McData
Corporation, Cisco Systems, Inc., and Qlogic Corporation, as well as storage system vendors who may re-
sell the Fibre Channel and FICON switching products manufactured by our competitors.

We anticipate that the proprietary products acquired in the Inrange acquisition, including the Inrange
Fibre Channel and FICON director products, will account for a significant and growing portion of our
proprietary product revenue in future periods. IDC estimates that the revenue for Fibre Channel hubs,
switches and directors will grow from $938 million in 2003 to $2.2 billion in 2007, reflecting a compound
annual growth rate of 23%. We anticipate that we will be able to capture a larger share of this growing
market by expanding our established relationships with leaders in the storage networking market, including
the major storage vendors, such as EMC, Hitachi Data Systems and IBM. We believe our current and
future strategic relationships will facilitate the integration of our products, thereby increasing our market
share and reducing the length of our sales cycle. We will also expand sales of our proprietary products,
including our Fibre Channel and FICON director products, through our direct sales force. We believe that
our ability to provide the customer with complete professional consulting services, product maintenance
and advanced networking monitoring services gives us an advantage over our competitors, that will enable
us to expand sales and grow market share.

We presently anticipate that our revenue for fiscal 2004 will continue to increase, in part due to the
inclusion of Inrange in our results for the entire year in fiscal 2004. Our revenue can be significantly
impacted by general economic trends in the global economy and capital spending plans for information
technology equipment. In fiscal 2004, with a modestly improving economy, we anticipate customer capital
spending increasing, particularly for projects that improve enterprise efficiency in storage networking, and
reduce risks of [T outages, two areas where we have considerable expertise. Qur revenue can also be
impacted by the introduction or phase out of products and services, either by us, or competitors. The
introductions of new technologies by other companies, including the large storage vendors with whom we
do business, can also impact our quarterly revenue. We expect continued quarter-to-quarter fluctuations in
revenue in both domestic and international markets. The timing of sizable orders, because of their relative
impact on total quarterly sales, may contribute to such fluctuations. The level of product sales reported by
us in any given period will continue to be affected by the receipt and fulfillment of sizable new orders in
both domestic and international markets.

In fiscal 2003, we achieved cost synergies in most functional areas of our business due to the Inrange
acquisition. We consolidated our manufacturing operations, including the in-house capability to add parts
and components to printed circuit boards. We anticipate that these cost synergies will continue in fiscal
2004. In fiscal 2004, we anticipate that gross margin percentages for our proprietary products will improve
slightly. However, any improvement is dependent in part on product mix. The mix of products sold by us
(i.e. our proprietary products or third party products) and the level of services we provide to customers has
a significant impact on our level of profitability in any given quarterly period.

We acquired new Fibre Channel switching technology in connection with the Inrange acquisition that
is in development and is projected to have greater functionality when compared to other Fibre Channel
technology currently existing in the marketplace. We expect to expend significant research and
development resources in fiscal 2004 to bring this new technology to market. Significant costs for us
include wages, fringe benefits, facilities and depreciation and amortization. These costs tend to be relatively
fixed in the short term, or may be incurred in advance of anticipated revenue. As a result, the timing of
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the receipt of sizable of new orders, and the related recognition of revenue, has a significant impact on our
level of profitability in any given quarterly period.

Significant Events — 2003
Acquisition of Inrange Corporation

On April 6, 2003, we entered into an agreement whereby a wholly owned subsidiary would acquire all
of the shares of Inrange that were owned by SPX Corporation. The shares acquired constituted
approximately 91% of the issued and outstanding shares of Inrange for a purchase price of approximately
$2.31 per share and $173 million in the aggregate. On May 5, 2003 we completed the acquisition of
Inrange and pursuant to the agreement the subsidiary merged into Inrange, and the remaining capital
stock owned by the other Inrange shareholders was converted into the right to receive approximately
$2.31 per share in cash, resulting in a total payment of $190 million for both the stock purchase and
merger. During fiscal 2003 we incurred integration charges related to the acquisition of $5.4 million,
primarily for wages and severance for terminated employees, and extra travel costs for integration
activities. We also recorded a $1.6 million charge for the write-down of inventory resulting from the
integration of the product strategies for the new combined entity, and a $19.7 million charge for in-process
research and development related to the acquisition of Inrange. We expect the acquisition will also
increase our quarterly amortization charges for developed technology, and other intangible assets by
$1.7 million. The integration of Inrange is now complete and no further integration charges are anticipated
in fiscal 2004. See the following caption “Impact of Inrange Integration” for further discussion regarding
the impact of the integration on fiscal 2003. Our consolidated financial statements include the results of
Inrange from May 5, 2003. See footnote 6 per the accompanying financial statements for summary of the
purchase price allocation and pro forma results of operations as if the acquisition of Inrange took place on
February 1, 2002 and 2003.

Impact of Inrange Integration

As part of our integration strategy related to the Inrange acquisition, employees were terminated in
most functional areas to obtain cost synergies. Severance costs for terminated Inrange employees were
treated as an acquired liability and effectively increased the purchase price. Severance costs for terminated
CNT employees were recorded as an expense in our Statement of Operations. During fiscal 2003, we
incurred $5.4 million of integration charges related to the Inrange acquisition for wages and severance
related to terminated employees, and travel costs for integration activities. We also incurred a $1.6 million
charge to write-down inventory purchased by us prior to the acquisition, related to the integration of
product strategies for the new combined entity. The following table sets forth the impact of the integration
charges on our Statements of Operations for fiscal 2003:

As Reported Integration Excluding Integration
GAAP Related Charges(1) Fiscal Year 2003
Costof product ........................ $143,992 $(2,223) $141,769
Costofservice ................o s, 72,262 (564) 71,698
Sales and marketing ............. ... ... 88,396 (1,998) 86,398
Engineering and development............. 42,719 (435) 42,284
General and administrative .. ............. 16,073 (1,780) 14,293

(1) See “Note Regarding Non-GAAP Measures”.

In addition to the above integration impact, cost of product for fiscal 2003 includes $3.2 million of
amortization for developed technology related to the Inrange acquisition. Sales and marketing expense
includes $1.8 million of amortization for trademarks and customer lists which are also related to the
Inrange acquisition. We also incurred a $19.7 million charge related to the Inrange acquisition for
in-process research and development. As of January 31, 2004, we had remaining severance accruals for
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terminated CNT and Inrange employees of approximately $517,000. We expect to pay these remaining
severance accruals in fiscal 2004.

Our integration strategy for Inrange included the closing of various duplicative facilities and office
space. All of the properties that were closed were part of the pre-acquisition Inrange business, and our
accrual for the future rents associated with these properties was treated as an acquired liability and
effectively increased the purchase price. Our initial accrual for closed facilities was $7.4 million. During
fiscal 2003, we made rent payments for these facilities of $2.0 million, and received sublease income for
certain facilities of $107,000. At January 31, 2004, our ending accrual, net of estimated sublease income,
for abandoned facilities related to the Inrange acquisition was $5.6 million.

Significant Events — 2002
Restructuring Charge

Improved efficiencies within our service organization, a reduction in the need for future upgrades to
our legacy products, along with the integration of our Networking and Storage Solutions sales, support and
service functions, allowed us to reduce our worldwide workforce by 80 people or about 10%. The reduction
in workforce was necessary to improve future efficiency and profitability. In the fourth quarter of fiscal
2002, we recorded a $1.7 million restructuring charge for severance resulting from the reduction in
workforce and professional fees related to canceled acquisition activity. Of this amount, $1.3 million was
paid prior to January 31, 2003, with the balance being paid prior to April 30, 2003. We anticipate the
annual operating cost savings related to these reductions will be approximately $6.4 million, offset by any
incremental costs added during fiscal 2003.

Acquisition of BI-Tech Solutions, Inc.

In June 2002, we acquired all of the outstanding stock of Business Impact Technology Solutions
Limited (BI-Tech), a leading provider of storage management solutions and services, for $12 million in
cash, plus the assumption of approximately $3.6 million of liabilities and the acquisition of approximately
$8.7 million of tangible assets. The accompanying financial statements include the results of BI-Tech since
June 24, 2002,

The original purchase agreement required payments of additional consideration to the former
stockholders and the BI-Tech employees based on achievement of certain earnings for each of the two
years beginning July 1, 2002. A modification to the purchase agreement was made during the second
quarter of fiscal 2003, whereby the first earn out period ended April 30, 2003. It also guarantees the
former stockholders a minimum payment for the second earn out period, which ends June 30, 2004, of at
least $3.9 million. The portion payable to the former stockholders is recorded as goodwill. The portion
payable to BI-Tech employees is recorded as compensation expense. During fiscal year 2003 an additional
$4.1 million was added to goodwill and $312,000 was recorded as compensation expense. Goodwill and
compensation expense recorded under this earn out agreement since July 1, 2002 totaled $7.7 million and
$1.1 million, respectively.

Valuation Allowance for Deferred Tax Assets

In the fourth quarter of fiscal 2002, we recorded a non-cash charge of $23.6 million to provide a
valuation allowance for our United States deferred tax assets. As we generate taxable income in future
periods, we do not expect to record significant income tax expense in the United States until it becomes
likely that we will be able to utilize the deferred tax assets, and we reduce the valuation allowance. The
establishment of the valuation allowance does not impair our ability to use the deferred tax assets upon
achieving profitability. Our federal net operating loss carry-forwards and credits do not expire for the next
15 to 20 years.
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Convertible Subordinated Debt Offering

In February 2002, we sold $125 million of 3% convertible subordinated notes due February 2007,
raising net proceeds of $121 million. The notes are convertible into our common stock at a price of
$19.17 per share. We may redeem the notes upon payment of the outstanding principal balance, accrued
interest and a make whole payment if the closing price of our common stock exceeds 175% of the
conversion price for at least 20 consecutive trading days within a period of 30 consecutive trading days
ending on the trading day prior to the date we mail the redemption notice. The make whole payment
represents additional interest payments that would be made if the notes were not redeemed prior to their
due date. On August 15, 2002 a registration statement for the resale of the notes and the 6.5 million
shares of common stock issuable upon conversion of the notes became effective.

Significant Events 2001
Restructuring Charge

Economic conditions in early 2001 caused our customers to reevaluate their capital spending plans,
and to defer previously planned projects for information technology infrastructure. The reduction in
demand for our products and services resulted in the following charges in the first quarter of fiscal 2001:

¢ $2.0 million to write-down slow moving inventory;
+ $325,000 for the write-off of a product; and

« $996,000 for restructuring, principally severance.

Sale and Write-down of webMethods Stock

During the first quarter of fiscal 2001, we sold 232,511 shares of webMethods stock received from the
sale of IntelliFrame for approximately $6.2 million, resulting in a pre-tax loss of approximately
$8.7 million. We also wrote-down the carrying value of the remaining 41,031 shares of webMethods stock,
resulting in a pre-tax loss of approximately $1.5 million.

Acquisition of Articulent

On April 3, 2001 we acquired all of the outstanding stock of Articulent Inc., a privately held, leading
provider of storage solutions and services for $12.4 million in cash, plus the assumption of approximately
$24.4 million of liabilities and the acquisition of approximately $19.3 million of tangible assets.

Cumulative Effect of Change in Accounting Principle — Impairment Charge

Effective February 1, 2002, we adopted SFAS No. 142 “Goodwill and Other Intangible Assets.” In
connection with the adoption of SFAS No. 142, we engaged a third party appraisal firm to determine the
fair value of one of the reporting units within our former storage solutions segment. This valuation
indicated that the goodwill associated with our acquisition of Articulent in April of 2001 was impaired,
resulting in a $10.1 million non-cash charge. This non-cash charge was recognized as a cumulative effect
of change in accounting principle in our first quarter ended April 30, 2002.

Discontinued Operations — Divestiture of Propelis Software, Inc. — 2001-2003

Propelis Software, Inc., formerly known as our Enterprise Integration Solutions Division, developed
and sold our enterprise application integration, or EAI, software that automates the integration of
computer software applications and business workflow processes. In August 2000, we determined to divest
Propelis Software, Inc. and focus on our core storage networking business. As a result, Propelis
Software, Inc. has been accounted for as discontinued operations in the accompanying financial statements,
meaning that the division’s revenues and expenses are not shown and its net income (loss) for all periods
are included under the “Discontinued Operations” caption in our statement of operations. During 2001, we
sold substantially all of the assets of our discontinued operations in a series of transactions. These included
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the sale of our IntelliFrame subsidiary to webMethods and the sale of other assets to Jacada Ltd. All
outstanding options to purchase stock of Propelis Software have been cancelled or have lapsed.

On February 2, 2001 we sold all of the outstanding stock of IntelliFrame Corporation, including the
technology underlying our Propelis BPm™ product, to webMethods, Inc. for $8.8 million in cash and
273,542 shares of webMethods common stock. The stock received from webMethods, Inc. was valued at
$17.1 million, which reflects a discount from its publicly reported trading price due to the initial
restrictions placed on our ability to freely sell the stock. In connection with this transaction, we paid
$3.0 million to two employees, who were former shareholders of IntelliFrame, to satisfy all obligations to
make further bonus payments under their employment agreements. The sale resulted in an after tax gain
of $12.6 million in the first quarter of fiscal 2001.

In the first quarter of fiscal 2001, we accrued $9.3 million for the estimated future operating losses of
Propelis Software, Inc. through the potential date of divestiture, resulting in an after tax loss of
$6.2 million.

On August 23, 2001, we sold substantially all of the remaining assets and liabilities of Propelis
Software, Inc. to Jacada Ltd. for $6.0 million in cash, plus a warrant to purchase 350,000 ordinary shares
of Jacada Ltd. stock at a price of $3.26 per share. The transaction resulted in an after tax gain of
$1.8 million in the third quarter of fiscal 2001.

Fiscal Year End

References in this Form 10-K to fiscal 2003, 2002 and 2001 represent the twelve months ended
January 31, 2004, 2003 and 2002, respectively.

Critical Accounting Policies

In preparing the consolidated financial statements in conformity with accounting principles generally
accepted in the United States of America, management must make decisions which impact the reported
amounts and the related disclosures. Such decisions include the selection of the appropriate accounting
principles to be applied and the assumptions on which to base accounting estimates. In reaching such
decisions, management applies judgment based on its understanding and analysis of the relevant
circumstances. Reported results may differ from these estimates if different assumptions or conditions were
to be made. Our most critical accounting estimates include valuation of accounts receivable, which impacts
bad debt expense; valuation of inventory, which impacts gross margin; recognition and measurement of
current and deferred income tax assets and liabilities, which impact our tax provision; and valuation of
long-lived intangible assets and goodwill, which will impact operating expense. These critical accounting
estimates and other critical accounting policies are discussed further below.

Revenue Recognition

Emerging Issues Task Force (“EITF”) 00-21, “Revenue Arrangements with Multiple Deliverables”
was effective for revenue arrangements entered into in fiscal periods beginning after June 15, 2003. Our
adoption of EITF 00-21 did not have a material effect on our financial statements. EITF 00-21 addresses
certain aspects of the accounting by a vendor for arrangements under which it will perform multiple
revenue-generating activities. In some arrangements, the different revenue generating activities (deliver-
ables) are sufficiently separable and there exists sufficient evidence of their fair values to separately
account for some or all of the deliverables (that is, there are separate units of accounting). In other
arrangements, some or all of the deliverables are not independently functional, or there is not sufficient
evidence of their fair value to account for them separately. EITF 00-21 addresses when and, if so, how an
arrangement involving multiple deliverables should be divided into separate units of accounting.

EITF 00-21 does not change otherwise applicable revenue recognition criteria once the separate units of
accounting have been determined.
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Most of our direct sales arrangements with end-user customers include multiple deliverables, and are
subject to the provisions of EITF 00-21. These arrangements typically include some combination of our
proprietary products, third party products, and professional consulting services that assist customers in
designing and implementing their storage networks. In addition, sales arrangements that include our
proprietary products may include our standard maintenance and network monitoring services. The elements
included in these sales arrangements, including our proprietary products, third party products, professional
services, and our standard maintenance and network monitoring services are accounted for as separate
deliverables when they are sufficiently separable, and we have sufficient evidence of their fair values.

With respect to the sales of our proprietary products and third party products, the first condition for
separation is met because the products have stand-alone value. The products are not custom manufactured
for the needs of a specific customer as we leverage standard features for all customers. A customer could
re-sell our proprietary products and third party products to another company or to one of our distributors
and recover a substantial portion of the product purchase price.

With respect to our proprietary products and third party products, the second condition for separation
is met because there is objective and reliable evidence of the fair value of undelivered items in the
arrangement. At the time of product shipment, the undelivered items in the arrangement typically consist
of professional consulting services, and standard maintenance and network monitoring services. We value
the undelivered professional consulting services based on the estimated hours to provide the services at
actual billing rates. These rates are based on rates charged for similar consulting services in stand-alone
contracts.

We allocate revenue to the different elements of the arrangement based on the relative fair values of
the different components, proprietary products, third party products, professional consulting services,
standard maintenance and network monitoring services. The fair value for our proprietary and third party
products is based on the prices we charge other customers for similar products, or standard market prices
in the case of third party products. In some cases, these products are sold on a stand-alone basis, and have
stand-alone value. The fair value for our professional consulting services is based on the hours required to
perform the services at actual hourly billing rates. These rates are based on rates charged for similar
consulting services in stand-alone contracts. Valuation for our standard maintenance and network
monitoring services is based on the separately priced contract value for these services as outlined per
FASB 90-1.

With respect to sales of our proprietary products with professional consulting services, payment terms
for both elements are generally tied to product shipment. Because of the contingent revenue criteria in
EITF 00-21, we are not able to recognize any product or professional consulting services revenue until the
product has shipped. Post shipment professional consulting services revenue is recognized once the services
are complete, generally at time of product installation. Standard maintenance and network monitoring
services are sold separately each year on a renewal basis. The renewal price, along with the first year price,
is generally stated separately in the purchase order or contract.

With respect to sales of third party products with professional consulting services, payment for the
product is generally due upon shipment. Payment for our professional consulting services is generally due
as the services are performed.

Once we have divided our sales arrangements into separate units of accounting, and have determined
the relative fair value of each element as outlined per EITF 00-21, we recognize revenue for each element
as follows:

Revenue is recognized upon shipment for product sales with standard configurations and product sales
with other than standard configurations, which have demonstrated performance in accordance with
customer’s specifications prior to shipment provided that (a) evidence of an arrangement exists,

(b) delivery has occurred, (c) the price to the customer is fixed and determinable, and (d) collectibility is
assured. All other product sales are recognized when customer acceptance is received, or the passage of
the customer acceptance period. We accrue for warranty costs and sales returns at the time of shipment
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based on experience. In transactions that include multiple products and/or services, we allocate the sales
value to each of the deliverables, based on their relative fair values.

Professional consulting services are recognized as revenue when earned, generally as work is
performed, subject to any contingent revenue provisions in the arrangement.

Service fees for our proprietary maintenance and network monitoring services are recognized as
revenue when earned, which is generally on a straight-line basis over the contracted service period or as
the services are rendered. Deferred revenue primarily consists of the unearned portion of service
agreements billed in advance to customers.

Valuation of Accounts Receivable

We review accounts receivable to determine which are doubtful of collection. In addition, we also
make estimates of potential future product returns. In making the determination of the appropriate
allowance for doubtful accounts and product returns, we consider specific accounts, changes in customer
payment terms, historical write-offs and returns, changes in customer demand and relationships,
concentrations of credit risk and customer credit worthiness. Changes in the credit worthiness of
customers, general economic conditions and other factors may impact the level of future write-offs and
product returns.

Valuation of Inventory

We review obsolescence to determine that inventory items deemed obsolete are appropriately reserved.
In making the determination we consider our history of inventory write-offs, future sales of related
products, and quantity of inventory at the balance sheet date assessed against our past usage rates and
future expected usage rates. Changes in factors such as technology, customers demand, competitor product
introductions and other matters could affect the level of inventory obsolescence in the future.

Valuation of Deferred Taxes

Significant management judgment is required in determining the provision for incomes taxes, deferred
tax assets and liabilities and any valuation allowance recorded against net deferred tax assets. We are
required to estimate our income taxes in each jurisdiction where we operate. This process involves
estimating our actual current tax exposure together with assessing temporary differences resulting from
differing treatment of items, such as the depreciable life of fixed assets for tax and accounting purposes.
These differences result in deferred tax assets and liabilities, which are included in our consolidated
balance sheet. We then assess the likelihood that our deferred tax assets will be recovered from future
taxable income, and to the extent we believe recovery is unlikely, we must establish a valuation allowance.
To the extent we establish a valuation allowance or increase the valuation allowance in a given period, we
must increase tax expense within our statement of operations.

In the fourth quarter of fiscal 2002, we recognized a non-cash charge of $23.6 million to provide a
valuation allowance for our United States deferred tax assets. Our cumulative valuation allowance recorded
against our deferred tax assets at January 31, 2004 was $44.6 million. As we generate taxable income in
future periods, we do not expect to record significant income tax expense in the United States until it
becomes likely that we will be able to utilize the deferred tax assets, and we reduce the valuation
allowance. The establishment of the valuation allowance does not impair our ability to use the deferred tax
assets upon achieving profitability. Our federal net operating loss carry-forwards and credits do not expire
for the next 15 to 20 years.

Valuation of Long-Lived and Intangible Assets and Goodwill

We assess the impairment of long-lived and intangible assets and goodwill whenever events or changes
in circumstances indicate that the carrying value may not be recoverable. Factors we consider important
which could trigger an impairment review include significant under performance relative to expected
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operating results, changes in the manner of use of the acquired assets or the strategy of our overall
business, negative industry or economic trends, significant decline in our stock price for a sustained period,
and our market capitalization relative to our net book value.

When we determine that the carrying value of long-lived and intangibles assets and goodwill may not
be recoverable based upon the existence of one or more of the above indicators of impairment, we measure
any impairment based on the projected discounted cash flow method using a discount rate commensurate
with the risk inherent in our current business model. We may also obtain an independent third party
appraisal of the asset to help us identify and quantify any possible impairment. Net long-lived and
intangible assets, and goodwill amounted to $190.7 million at January 31, 2004. Most of our intangible
assets and goodwill relates to our acquisition of Inrange in May 2003. A smaller portion of our intangible
assets and goodwill relates to our acquisition of Bi-Tech in June 2002.

Effective February 1, 2002, we adopted SFAS No. 142 which eliminates amortization of goodwill, but
instead follows an impairment approach for goodwill valuation. In fiscal 2001, we recorded goodwill
amortization expense of $624,000, which was not required in fiscal 2002. In lieu of amortization, we were
required to perform an initial impairment review of our goodwill in fiscal 2002, and an annual impairment
review thereafter. SFAS No. 142 provides a six-month transitional period from the effective date of
adoption to perform an assessment of whether there is an indication of goodwill impairment. We tested our
reporting units for impairment by comparing fair value to carrying value. Fair value was determined using
a discounted cash flow and cost methodology. We engaged a third-party appraisal firm to determine the
fair value of a reporting unit within our former Storage Solutions segment. This valuation indicated that
the goodwill associated with our acquisition of Articulent in April of 2001 was impaired. The performance
of this business had not met management’s original expectations, primarily due to the unexpected global
slow down in capital spending for information technology equipment. Accordingly, a non-cash impairment
charge of $10.1 million from the adoption of SFAS No. 142 was recognized as a cumulative effect of
change in accounting principle in our first quarter ended April 30, 2002. Impairment adjustments
recognized after adoption, if any, generally are required to be recognized as an operating expense.

At January 31, 2004, we had a net book value of approximately $143 million and a market
capitalization of approximately $285 million. Based on this factor, as well as considering that there were no
significant events or changes to our underlying business, and our recent purchase of Inrange, no asset
impairments were identified at January 31, 2004 other than a $204,000 charge for goodwill impairment
related to the closing of a small sales subsidiary in Europe.
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Results of Continuing Operations

The following table sets forth financial data for our continuing operations for the periods indicated as
a percentage of total revenue except for gross profit, which is expressed as a percentage of the related
revenue. The table also expresses the impact of the integration on our gross profit and operating expenses
as a percentage of revenue. The dollar impact of the integration on our gross profit and expenses is shown
above under the caption “Impact of Inrange Integration”.
Years Ended January 31,
Integration Excluding

As Reported Related Integration
GAAP Charges 2004 2003 2002
Revenue:
Productsales ....................... 66.4% —% 66.4% 68.7% 69.1%
Service fees ......... .. .. Ll 33.6 - 33.6 31.3 30.9
Total revenue. .. .................. 100.0 = 100.0 100.0  100.0
Gross profit:
Productsales .................... ... 40.0 (.9) 40.9 38.7 41.0
Service fees ............ .. ool 40.3 _(.5) 40.8 42.2 354
Total gross profit.................. 40.1 (7 40.8 39.8 39.3
Operating expenses:
Sales and marketing . ................ 24.4 (.5) 239 273 27.9
Engineering and development . ........ 11.8 (.1) 11.7 12.7 12.5
General and administrative ........... 4.5 (.6) 39 5.1 5.0
In-process research and development . . . 5.5 — 5.5 — —_
Goodwill impairment ................ 0.1 — 0.1 — —
Restructuring . . ..., — = — 0.8 0.5
Total operating expenses ........... 46.3 (1.2) 45.1 45.9 45.9
Loss from continuing operations ........ 6.2)% (1.9)% (43)% (6.1)% (6.6)%

In addition to the above integration impact, cost of product for fiscal 2003 includes $3.2 million of
amortization for developed technology related to the Inrange acquisition. Sales and marketing expense
includes $1.8 million of amortization for trademarks and customer lists which are also related to the
Inrange acquisition. We also incurred a $19.7 million charge related to the Inrange acquisition for in-
process research and development.

Revenue
Years Ended January 31, 2004 and 2003
Product revenue

Sales of our proprietary products generated revenues of $167.7 million in fiscal 2003, an increase of
$73.2 million or 77%, from $94.6 million in fiscal 2002. The vast majority of the increase in our proprietary
product sales relates to the acquisition of Inrange. During the nine months since the acquisition of Inrange,
we have worked to fully integrate the Inrange products into our existing proprietary product offerings, and
now offer our customers one complete and fully integrated line of proprietary storage networking products.

Sales of our third party storage solution products generated revenues of $72.1 million in fiscal 2003,
an increase of 42%, from $50.8 million in fiscal 2002. Our acquisition of BI-Tech in June of 2002
significantly expanded our ability to deliver third party solution offerings in Europe, and accounted for
approximately 25% of the increase in third party storage solution products revenue when comparing fiscal
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2003 to fiscal 2002. Our sales representatives that we had prior to our acquisition of Inrange also have
become more proficient at selling third party storage solutions. We also anticipate that third party storage
solutions products revenue will increase in the future periods once the sales representatives we acquired
with the Inrange acquisition become more experienced and proficient at selling third party products.

A significant part of our strategy includes having a direct sales force and professional services
organization that is capable of providing the customer with a bundled end-to-end storage networking
solution. By offering customers a complete solution that meets their total requirements, we expect to
capture more of the customers total IT spending, thereby bolstering sales of not only third party products
and our professional consulting services, but also sales of our high margin proprietary products.

Service revenue

Service revenue from our proprietary CNT products increased 74% in fiscal 2003 to $75.4 million
from $43.3 million in fiscal 2002. The increase is primarily attributable to our acquisition of Inrange, as
the projected maintenance related to the proprietary products we acquired from Inrange currently is
expected to provide us with a recurring annual revenue stream of approximately $40 million. QOur fiscal
2003 service revenue includes nine months of maintenance related to the Inrange acquisition. We expect
our maintenance revenue to show additional year over year growth in fiscal 2004 when we include
maintenance related to the Inrange acquisition for the entire year.

Our consulting fee revenue increased 100% in fiscal 2003 to $45.6 million from $22.8 million in fiscal
2002. A large portion of the growth in consulting fee revenue relates to our acquisition of Inrange. We
have started to offer professional consulting services with sales of the proprietary products we acquired
from Inrange, and have trained the Inrange sales force to sell these services, along with our proprietary
and third party products. Our sales force has also become more experienced and proficient at selling our
consulting services. A significant component of our strategy includes having a direct sales force and
professional consulting organization capable of providing customers with complete end-to-end storage
networking solutions, thereby capturing more of the customers IT spending and increasing our overall
consulting fee and product revenue.

In fiscal 2004 we may divest our professional consulting capability for the implementation of
enterprise resource application software. A divestiture would reduce our annual consulting revenue by
approximately $8.0 million. It would not have a significant impact on our profitability.

Years Ended January 31, 2003 and 2002
Product revenue

Sales of our proprietary products generated revenue of $94.6 million in fiscal 2002, an increase of
$2.6 million or 3%, from $92.0 million in fiscal 2001. Sales of our new UltraNet® family of products were
up significantly in fiscal 2002, These sales were partially offset by a decline in sales of our older channel
extension products. In fiscal 2002, sales of older channel extension products continued to be a profitable
part of our business and a key application for many of our customers. Sales of channel extension products
continued to decline in fiscal 2003 and are no longer a significant part of our product revenue.
Maintenance of channel extension products continues to be an important part of our service revenue
stream.

Sales of our third party storage solution products generated revenues of $50.8 million in fiscal 2002,
an increase of 36%, from $37.2 million in fiscal 2001. Our acquisition of Articulent in April 2001 and
BI-Tech in June 2002 significantly expanded our third party solution offerings, and accounted for most of
the increase in third party product revenue when comparing fiscal 2002 to earlier years. OQur acquisition of
BI-Tech in June 2002 contributed $12.1 million of product revenue in fiscal 2002.
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Service revenue

Service revenue from our proprietary CNT products decreased 3% in fiscal 2002 to $43.3 million from
$44.8 million in fiscal 2001. The decrease can be attributed to cancellation of maintenance related to our
channel extension products and migration of customers to our UltraNet® products.

Our consulting fee revenue increased 77% in fiscal 2002 to $22.8 million from $12.9 million in fiscal
2001. The growth in our consulting fee revenue is fiscal 2002 was due to increased customer acceptance of
our service offerings. In addition, our sales team has become more experienced and proficient at selling
solutions that include our service offerings. During fiscal 2002, BI-Tech contributed $3.0 million of
consulting fee revenue.

General

Revenue from the sale of products and services outside the United States increased by $63.7 million
or 109% in fiscal 2003 when compared to fiscal 2002, and increased by 26% or $12.0 million in fiscal 2002
when compared to fiscal 2001. We derived 34%, 28% and 25% of our revenue outside the United States in
fiscal 2003, 2002 and 2001, respectively. The increase in revenue generated outside the United States and
the increase in revenue generated outside the United States as a percentage of our total revenue is
primarily attributable to the acquisition of Inrange in May 2003 and BI-Tech in June 2002. The
acquisition of Inrange expanded our presence outside the United States, particularly in Europe. During
calendar year 2002, sales outside the United States accounted for 40% of Inrange’s total revenue. BI-Tech
is based in the United Kingdom. We expect to continue to expand our presence outside the United States,
thereby increasing both our sales outside the United States, and our overall percentage of revenue coming
from international markets. We estimate that our total revenue was approximately $10 million higher in
fiscal 2003 compared to fiscal 2002 based on the foreign exchange movement from the prior year. A
significant portion of this increase relates to third party product and service sales sold in foreign currencies.
The fluctuation in foreign currency rates did not have a significant impact on our overall profitability.

IBM accounted for 22% of our revenue in fiscal 2003 and 10% of our revenue in fiscal 2002. IBM re-
sells the FC/9000 product we acquired with our acquisition of Inrange in May 2003. This relationship
accounted for the fiscal 2003 increase in IBM revenue as a percentage of our total revenue. No single
customer accounted for more than 10% of our revenue in fiscal 2001. Price discounting had a small impact
on revenue in fiscal 2003, 2002 and 2001.

Gross Profit Margin
Years Ended January 31, 2004 and January 31, 2003
Product margins

Gross margins from the sale of our proprietary products were 50% in fiscal 2003, compared to 49% in
fiscal 2002. Excluding the $1.6 million write-down of inventory resulting from the integration of product
strategies related to the Inrange acquisition, $616,000 of integration expenses and amortization expense for
developed technology related to the Inrange acquisition of $3.2 million, gross margins from the sale of
proprietary products in fiscal year 2003 would have been 53%. The increase in gross margin percentage,
excluding the inventory write-down, integration expenses and amortization of developed technology, was
due to a change in product mix, as the acquisition of Inrange substantially increased our portfolio of
proprietary products. We also obtained significant cost synergies by consolidating our manufacturing
operations following the acquisition of Inrange, resulting in lower labor and overhead costs. A significant
part of our product cost includes the addition of parts and components to printed circuit boards. Following
the acquisition of Inrange, we were able to reduce our material costs by bringing this activity in-house. We
previously outsourced this activity to various third party suppliers.

Gross margins from the sale of third party storage solution products were 17% in fiscal 2003,
compared to 20% in fiscal 2002. The decrease in gross margin percentage was primarily due to product
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mix. We anticipate that product margins for third party products will remain in the high teens in future
periods.

Service margins

Gross service margins related to break-fix maintenance for our proprietary products were 48% for both
fiscal 2003 and 2002. Excluding integration costs of $564,000 in fiscal 2003, the gross service margin for
our proprietary products would have been 49%. We anticipate that gross service margins for our proprietary
products will continue to be in the range of 50% for the foreseeable future.

Gross margins for our consulting fees were 27% in fiscal 2003, both with and without a $131,000
earn-out payable to the service employees of BI-Tech. This compares to 32% in fiscal 2002, or 33%,
excluding a $195,000 earn-out payable to the service employees of BI-Tech. Gross service margins in fiscal
2003, excluding the BI-Tech earn-out, were down compared to fiscal 2002. Improvements in employee
utilization prior to the acquisition of Inrange were offset by lower utilization of employees in the newly
acquired Inrange consulting business. We expect to improve gross margins for our consulting fees in the
future through additional revenue improvements and higher utilization of our employee consultants. In
addition, we will continue to focus our consulting practice in areas that are core to our storage networking
business.

Years Ended January 31, 2003 and January 31, 2002
Product margins

Gross margins related to our proprietary products were 49% in fiscal 2002, compared to 51% in fiscal
2001. Excluding the $2.0 million write-down of slow moving inventory and the $325,000 write-off of a
product in the first quarter of fiscal 2001, gross margins from the sale of proprietary products in fiscal 2001
were 53%. The decline in gross margin percentage was due to the continued movement in sales mix toward
our UltraNet® Director products, which carry a lower margin than our older channel extension products,
and higher levels of sales discounts.

Gross profit margins from the sale of third party products were 20% in fiscal 2002 compared to 17%
in fiscal 2001. The increase in gross margin percentage was primarily due to a change in product mix, as
certain third party products carry higher gross margins.

Service margins

Gross service margins for our proprietary products declined slightly in fiscal 2002 to 48% from 49% in
fiscal 2001. The slight decrease was due to the 3% decline in maintenance revenue, resulting from the
cancellation of maintenance for our channel extension products, and migration of customers to our newer
UltraNet® products. Cost of service associated with our proprietary products decreased slightly in fiscal
2002 to $22.7 million from $22.9 million in fiscal 2001.

Gross service margins for our consulting fees were 32% in fiscal 2002, or 33%, excluding a $195,000
carn-out payable to the service employees of BI-Tech. The gross service margins for our consulting fees
were a negative 12% in fiscal 2001. The improvement in gross service margin percentage in fiscal 2002
compared to fiscal 2001 was due to higher utilization of our employee consultants. Revenue from our
consulting fees increased to $22.8 million in fiscal 2002 from $12.9 million in fiscal 2001, an increase of
77%. Costs associated with our consulting fees were $15.5 million or $15.3 million, excluding the BI-Tech
earn-out, up from $14.4 million in fiscal 2001.

35




Operating Expenses
Years Ended January 31, 2004 and 2003
Sales and marketing

Sales and marketing expense for fiscal 2003 totaled $88.4 million, or $84.4 million, excluding Inrange
integration costs of $2.0 million, amortization of customer list and trademarks from the Inrange acquisition
of $1.8 million, and $158,000 of expense for the BI-Tech employee earn-out. Sales and marketing expense
was up 53% in fiscal 2003 from $57.8 million in fiscal 2002. Our product and consulting fee revenue
increased by a corresponding $117.3 million, or 70%, during this same time period. Substantially all of the
increase in expense was due to additional employee costs, commissions and marketing program costs
related to the higher revenue, and our acquisition of Inrange in May 2003 and BI-Tech in June 2002.
Also, sales and marketing expense as a percentage of total revenue improved to 24% in fiscal 2003 from
27% in fiscal 2002. The increased efficiency reflects the cost synergies achieved from the integration of
Inrange into our existing sales and marketing organization.

Engineering and development

Engineering and development expense increased 59% or $15.8 million in fiscal 2003 to $42.7 million
from $26.9 million in fiscal 2002. Excluding integration expenses of $435,000 related to the Inrange
acquisition, our engineering and development expenses would have been $42.3 million in fiscal 2003. The
increase was primarily due to the engineering and development for the new products we acquired from the
May 2003 acquisition of Inrange, primarily the Inrange Fibre channel and FICON director products. We
are committed to the future development of our Fibre Channel and FICON director products, and our
UltraNet® family of products. In future periods, we expect to continue to invest a significant portion of our
resources in the engineering and development of new products, and new features for existing products.
Engineering and development expense as a percentage of revenue was approximately 12% of revenue in
fiscal 2003 compared to 13% in fiscal 2002.

General and administrative

General and administrative expense increased $5.4 million or 50% in fiscal 2003 to $16.1 million from
$10.7 million in fiscal 2002. Excluding integration expenses of $1.8 million related to the Inrange
acquisition, our general and administrative expense for fiscal year 2003 would have been $14.3 million. The
increase in expense was primarily due to our acquisition of Inrange in May 2003 and BI-Tech in June
2002. Because of the acquisitions, we incurred higher costs for the additional staff required to handle the
increased transactions associated with the larger combined company. The acquisitions also increased most
of our other general administrative costs, including insurance, professional fees and other purchased
services. As a percentage of revenue, general and administrative expenses were 4% in fiscal 2003 compared
to 5% last year. The decrease in general and administrative expense as a percentage of revenue reflects
cost synergies resulting from the Inrange acquisition.

Years Ended January 31, 2003 and 2002
Sales and marketing

Sales and marketing expense increased 11% or $5.6 million in fiscal 2002 to $57.8 million from
$52.2 million in fiscal 2001. The June 2002 acquisition of BI-Tech added $1.7 million to sales and
marketing expense in fiscal 2002. The remainder of the increase in sales and marketing expense was due to
increases in expense for employee wages, fringe benefits, commissions, and travel, partially offset by a
$1.3 million reduction in employee recruitment in fiscal 2002 compared to fiscal 2001. Recruitment costs
were higher in fiscal 2001 due to a 25% increase in our sales force, and an increase in sales management.
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Engineering and development

Engineering and development expense increased 15% or $3.4 million in fiscal 2002 to $26.9 million
from $23.5 million in fiscal 2001. The increase in engineering and development expense for fiscal 2002 was
primarily due to continued development of our UltraNet® family of products, particularly the UltraNet®
Edge product, which generated $13.2 million of revenue in fiscal 2002.

General and administrative

General and administrative expense increased $1.4 million or 15% in fiscal 2002 to $10.7 million from
$9.3 million in fiscal 2001. The June 2002 acquisition of BI-Tech added $776,000 to general and
administrative expense in fiscal 2002. The remaining increase in expense for fiscal 2002 was due to higher
costs for employee wages, fringe benefits, insurance, professional fees and legal fees associated with
canceled acquisition activity, partially offset by a $624,000 reduction in goodwill amortization expense.
Amortization of goodwill ceased effective February 1, 2002 with our adoption of SFAS No. 142,
“Goodwill and Other Intangibles Assets”.

Other
Years Ended January 31, 2004 and 2003

Interest and other income for fiscal 2003 totaled $2.8 million, including a $747,000 net gain on the
sale of marketable securities. Interest and other income for fiscal 2002 totaled $5.2 million, including a
$1.0 million write-down of an equity investment. Excluding the net gain from the sale of marketable
securities in fiscal 2003 and the equity investment write-down in fiscal 2002, interest and other income
would have been $2.0 million for fiscal 2003, compared to $6.2 million for fiscal 2002. The $4.2 million
decrease in interest and other income for fiscal 2003 were primarily due to a significant decrease in our
cash and marketable securities, resulting from our acquisition of Inrange. Our overall cash and marketable
securities available for investment at the end of fiscal 2003 totaled $77.5 million, down $132.0 million from
the end of fiscal 2002. Investment yields were also down in fiscal 2003 compared to 2002. Foreign
exchange gains were $599,000 in fiscal 2003, compared to $63,000 in fiscal 2002. The increase was due to
currency fluctuations, primarily the UK pound and Euro, and larger operations in Europe from the
acquisition of Inrange. Interest expense totaled $4.4 million in fiscal 2003, up slightly from $4.3 million in
fiscal 2002. Most of our interest expense in fiscal 2003 and 2002 relates to interest payments and
amortization of debt issuance costs from the sale of our convertible subordinated notes in February 2002.
Our interest expense may decline somewhat in fiscal 2004 due to an interest rate swap we entered into in
January 2004.

Years Ended January 31, 2003 and 2002

Interest and other income for fiscal 2002 totaled $5.2 million, including a $1.0 write-down of an
equity investment. Excluding the equity investment write-down, interest and other income totaled
$6.2 million for fiscal 2002, a $400,000 increase from $5.8 million for fiscal 2001. Higher balances of cash
and marketable securities available for investment in fiscal 2002 were partially offset by lower investment
yields. We also had foreign exchange gains of $63,000 for fiscal 2002, compared to a foreign exchange loss
of $106,000 for fiscal 2001. Interest expense increased $4.0 million in fiscal 2002 to $4.3 million from
$285,000 for fiscal 2001. In February 2002, we sold $125 million of 3% convertible subordinated notes due
February 2007, raising net proceeds of $121 million.

Income Taxes

We recorded a provision for income taxes of $625,000 in fiscal 2003, primarily for income generated
in various foreign jurisdictions. We did not record any expense or benefit for United States federal income
taxes in fiscal 2003. Given our losses in fiscal 2002 and 2001, and our cautious outlook for information
technology spending at the end of fiscal 2002, we concluded that it was necessary to provide a valuation
allowance for our United States deferred tax assets, resulting in a non-cash charge of $23.6 million in our
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fourth quarter ending January 31, 2003. As we generate taxable income in future periods, we do not expect
to record significant income tax expense in the United States until it becomes likely that we will be able to
utilize the deferred tax assets, and we reduce the valuation allowance. The establishment of the valuation
allowance does not impair our ability to use the deferred tax assets upon achieving profitability. Our
federal net operating loss carry-forwards and credits do not expire for the next 15-20 years.

We recorded a provision for income taxes at an effective tax rate of 31% in fiscal 2001. We recorded
an $830,000 valuation allowance in fiscal 2001 for certain state and foreign tax credits and loss carry-
forwards. Utilization of these benefits in future periods was determined to be unlikely.

Liquidity and Capital Resources

We have historically financed our operations through the public and private sale of debt and equity
securities, bank borrowings under lines of credit, capital and operating equipment leases and cash
generated by operations.

Cash, cash equivalents and marketable securities at January 31, 2004 totaled $77.5 million, a decrease
of $132.0 million since January 31, 2003. In May of 2003, we used net cash of $152.8 million for the
acquisition of Inrange. Proceeds from the exercise of stock options, and purchases of stock through our
employee stock purchase plan provided cash in fiscal 2003 of $3.3 million. Uses of cash in fiscal 2003
included a $3.9 million payment to the former shareholders of BI-Tech, $1.3 million for repayment of
capital lease obligations, and purchases of property and equipment and field support spares totaling
$10.3 million. In fiscal 2003 we generated cash from operations of $33.3 million. Significant changes in
operating assets and liabilitics included the following:

+ Improvements to our sales forecasting process helped us to better manage and reduce inventories in
fiscal 2003. We also obtained significant cost synergies by consolidating our manufacturing
operations following the acquisition of Inrange, resulting in lower labor and overhead costs. A
significant part of our product cost includes the addition of parts and components to printed circuit
boards. We were able to improve our supply chain management and reduce our material costs by
bringing this activity in-house. All of these actions combined to reduce inventories by $6.2 million
in fiscal 2003.

» Our outstanding accounts payable increased by $20 million in fiscal 2003. The majority of the
increase was due to our larger size resulting from the acquisition of Inrange and management of our
supply chain.

« Accounts receivable increased by $9.3 million in fiscal 2003 due to higher levels of sales for the
combined entity in the second half of fiscal 2003, compared to our pro forma combined sales in the
first half of fiscal 2003. Our DSO for the fourth quarter of fiscal 2003 was 82 days, compared to
84 days for the fourth quarter of fiscal 2002.

« Deferred revenue increased by $6.8 million in fiscal 2003, resulting primarily from higher receipts of
cash in advance from customers prior to revenue recognition.

« Payments for accrued liabilities, primarily severance, facility accruals and professional fees related
to the Inrange acquisition used $13.6 million of cash in fiscal 2003.

Expenditures for capital equipment and field support spares have been, and will likely continue to be,
a significant capital requirement. We presently expect our aggregate capital requirements for fiscal 2004,
including field support spares, to be in the range of $20 million. We believe that our available balances of
cash, cash equivalents and marketable securities, when combined with anticipated cash flows from
operations, will be adequate to fund our operating plans and meet our current anticipated aggregate capital
requirements, at least through fiscal 2004. This belief is based upon a number of assumptions and
estimates, including obtaining certain revenue levels from Inrange products and services and payments of
integration and restructuring charges in line with estimates by management. If these estimates and
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assumptions do not turn out to be correct, or if we encounter unanticipated difficulties or economic
conditions, our liquidity could be impaired.

“In April 2001, our board of directors authorized the repurchase of up to $50.0 million of our commeon
stock. Subsequent to April 2001, our board changed the authorization so that the remaining balance of the
initial $50 million authorization can be used for the repurchase of either debt or stock. As of January 31,
2004, we had repurchased 4.1 million shares of our common stock for $33.0 million under this
authorization. No common stock or debt was repurchased in fiscal 2003. We presently do not expect to
repurchase any debt or stock in fiscal 2004.

In fiscal 2003, our board of directors and shareholders adopted an amendment to our 1992 Employee
Stock Purchase Plan increasing the number of shares authorized for issuance from 1,500,000 to 2,800,000.
In fiscal 2003, our board of directors adopted amendments to our 1999 Non-Qualified Stock Award Plan
increasing the number of shares authorized for issuance from 4,980,000 to 6,480,000. As part of our
acquisition of Inrange in May 2003, we assumed the 2000 Inrange stock compensation plan which provides
for the issuance of up to 3,782,993 shares of our common stock. The options granted under the 2000
Inrange stock compensation plan were valued at $10.3 million using the Black-Scholes option-pricing
model. The amount was deemed to be part of the Inrange purchase price and was recorded as additional
paid-in capital.

We believe that inflation has not had a material impact on our operations or liquidity to date.

Our future contractual cash obligations at January 31, 2004, including open purchase orders incurred
in the ordinary course of business, are as follows (in millions):

Less Than One to Four to After
Cash Obligation Total One Year Three Years Five Years  Five Years
Capital leases. . .................... $ 6.8 $ 2.0 $ 48 — —
Operating leases ................... $ 489 $10.8 $ 229 $13.4 $1.8
Purchase orders .. .................. $ 32.0 $32.0 — — —
BI-Tech Earn-out .................. $ 39 $ 39 — — —
Convertible subordinated debt, plus
interest ............... ... $138.1 $ 3.8 $134.3 — —

Our acquisition of BI-Tech requires that we pay to the former stockholders and the BI-Tech
employees additional consideration based on achievement of certain earnings for cach of the next two years
starting July 1, 2002. A modification to the purchase agreement was made during the second quarter of
fiscal 2003, whereby the first earn out period ended April 30, 2003. It also guarantees the former
stockholders a minimum payment for the second earn out period, which ends June 30, 2004, of at least
$3.9 million.

On February 20, 2002, we sold $125 million in aggregate principal amount of 3% convertible
subordinated notes due February 2007. Holders of the notes may, in whole or part, convert the notes into
shares of our common stock at a conversion price of approximately $19.17 per share (aggregate of
approximately 6.5 million shares) at any time prior to maturity on February 15, 2007. We may redeem the
notes in whole or part at any time if the closing price of our common stock has exceeded 175% of the
conversion price then in effect for at least 20 trading days within a period of 30 consecutive trading days
ending on the trading day prior to the date we mail the redemption notice. We are required to pay interest
on February 15 and August 15 of each year while the notes are outstanding. Debt issuance costs of
$3.2 million are being amortized over a five-year term using the straight-line method, which approximates
the effective interest rate method. The amortization of these debt issuance costs will accelerate upon early
redemption of the notes. Cash obligations related to this debt include annual interest payments of
$3.8 million for the next five fiscal years starting 2002 and a principal payment of $1235 million due
February 2007. Payment of the notes will also accelerate upon certain events of default. In addition, upon
certain events constituting a change in control of the company, we must make an offer to purchase the
notes at 100% of the principal amount plus accrued interest.
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In January 2004, we entered into an interest-rate swap agreement with a notional amount of
$75 million that has the economic effect of modifying that doliar portion of the fixed interest obligations
associated with $75 million of our 3% convertible subordinated notes due February 2007, such that the
interest payable effectively becomes variabie based on the three month LIBOR plus 69.5 basis points. The
payment dates of the swap are January 31st, April 30th, July 31st and October 31st of each year,
commencing April 30, 2004, until maturity on February 15, 2007. The initial LIBOR setting for the swap
is 1.15%, creating a combined effective rate of approximately 1.845%, which is effective until April 30,
2004. The swap was designated as a fair value hedge, and as such, the gain or loss on the swap, as well as
the fully offsetting gain or loss on the notes attributable to the hedged risk, were recognized in earnings.
As part of the agreement, we are also required to post collateral based on changes in the fair value of the
interest rate swap. This collateral, in the form of restricted cash, was $1.7 million at January 31, 2004. We
could incur charges to terminate the swap in the future if interest rates rise, or upon certain events such as
a change in control or certain redemptions of convertible subordinated notes.

On January 31, 2004, the reported trading price of our convertible subordinated notes due 2007 was
$95 per $100 in face amount of principal indebtedness, resulting in an aggregate fair value of
approximately $118.8 million. Our common stock is quoted on the Nasdaq National Market under the
symbol “CMNT”. On January 31, 2004, the last reported sale price of our common stock on the Nasdag
Market was $10.35 per share.

Related Party Transactions

Our CEO, Thomas G. Hudson has a son-in-law who is employed by us as a regional sales manager.
In fiscal 2003, he was paid $205,305 in compensation, commissions and bonuses. Erwin A. Kelen is a
member of our board of directors. Mr. Kelen’s son was employed by us as an area business development
manager. In fiscal 2003, he was paid $95,758 in compensation, commissions and bonuses. Mr. Kelen’s
son’s employment with us ended in January 2004.

New Accounting Pronouncements

On December 24, 2003, the Financial Accounting Standards Board (the “FASB”) issued
Interpretation (“FIN) No. 46R “Consolidation of Variable Interest Entities”. FIN No. 46R replaces
Interpretation No. 46, “Consolidation of Variable Interest Entities” FIN 46, which was issued on
January 17, 2003. FIN No. 46R provides guidance on identification of entities for which control is
achieved through means other than through voting rights called ““variable interest entities or “VIEs” and
how to determine when and which business enterprise should consolidate the VIE (the “primary
beneficiary”). This new model for consolidation applies to an entity in which either (1) the equity
investors (if any) do not have a controlling financial interest or (2) the equity investment at risk is
insufficient to finance that entity’s activities without receiving additional subordinated financial support
from other parties. In addition, FIN 46R requires that both the primary beneficiary and all other
enterprises with a significant variable interest in a VIE make additional disclosures. The adoption of FIN
No. 46R did not have material effect on our financial statements.

In December 2002, the EITF reached a consensus on EITF 00-21, Revenue Arrangements with
Multiple Deliverables. This Issue addresses certain aspects of the accounting by a vendor for arrangements
under which it will perform multiple revenue-generating activities. In some arrangements, the different
revenue-generating activities (deliverables) are sufficiently separable and there exists sufficient evidence of
their fair values to separately account for some or all of the deliverables (that is, there are separate units
of accounting). In other arrangements, some or all of the deliverables are not independently functional, or
there is not sufficient evidence of their fair values to account for them separately. This Issue addresses
when and, if so, how an arrangement involving multiple deliverables should be divided into separate units
of accounting. This Issue does not change otherwise applicable revenue recognition criteria. The guidance
in this [ssue was effective for revenue arrangements entered into by us after July 3t, 2003. The adoption of
EITF 00-21 did not have a material effect on our financial statements.
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In April 2003, the FASB issued SFAS No. 149, Amendment of Statement No. 133 on Derivative
Instruments and Hedging, which amends and clarifies financial accounting and reporting for derivative
instruments. The adoption of SFAS No. 149 in June of 2003 did not have an effect on our consolidated
financial statements.

On May 15, 2003, the Financial Accounting Standards Board issued SFAS No. 150, Accounting for
Certain Financial Instruments with Characteristics of Both Liabilities and Equity. The Statement requires
issuers to classify as liabilities (or assets in some circumstances) three classes of freestanding financial
instruments that embody obligations for the issuer. The adoption of SFAS No. 150 effective August 1,
2003 did not have an effect on our consolidated financial statements.

In December 2003, the SEC issued Staff Accounting Bulletin (“SAB”) No. 104, “Revenue
Recognition,” which supersedes SAB No. 101, “Revenue Recognition in Financial Statements.” SAB
No. 104 rescinds accounting guidance in SAB No. 101 related to multiple-element arrangements as this
guidance has been superseded as a result of the issuance of EITF 00-21, “Accounting for Revenue
Arrangements with Multiple Deliverables.” The adoption of SAB No. 104 did not have a material impact
on our consolidated financial statements.

Notes Regarding Non-GAAP Financial Measures

This Form 10-K includes non-GAAP information regarding results from operations, which includes
adjustments to amounts calculated under general accepted accounting principles (“GAAP”). These non-
GAAP financial measures include the exclusion of certain Inrange integration charges from GAAP
measures, and the exclusion of special charges, fixed amortization for developed technology and certain
amounts related to the BI-Tech earn-out from GAAP measures. The non-GAAP information is not in
accordance with, or an alternative for GAAP and may be different from non-GAAP information used by
other companies. Non-GAAP information is provided as a complement to results provided in accordance
with GAAP. The non-GAAP information is provided to give investors a more complete understanding of
the underlying operational results and trends in our performance. Management believes that the non-
GAAP information is used by some investors and equity analysts to make informed decisions because the
information may be more useful when analyzing historical results or predicting future results from
operations. In addition, management uses the non-GAAP information as a basis for planning and
forecasting future periods.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

We have no derivative financial instruments in our cash, cash equivalents and marketable securities.
We mainly invest our cash, cash equivalents and marketable securities in investment grade, highly liquid
investments, consisting of money market instruments, bank certificates of deposits and investments in
commercial paper.

At January 31, 2004, our marketable securities include $936,000 of various mutual funds. These
investments were purchased to directly offset any investment gains or losses owed to participants under our
executive deferred compensation plan, which has been established for selected key employees.

We are exposed to market risks related to fluctuations in foreign exchange rates because some sales
transactions, and the assets and liabilities of our foreign subsidiaries, are denominated in foreign currencies,
primarily the euro and British pounds sterling. As of January 31, 2004, we had no open forward exchange
contracts.

In Janunary 2004, we entered into an interest-rate swap agreement with a notional amount of
$75 million that has the economic effect of modifying that dollar portion of the fixed interest obligations
associated with $75 million of our 3% convertible subordinated notes due February 2007, such that the
interest payable effectively becomes variable based on the three month LIBOR plus 69.5 basis points. The
payment dates of the swap are January 31st, April 30th, July 31st and October 31ist of each year,
commencing April 30, 2004, until maturity on February 15, 2007. The initial LIBOR setting for the swap
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is 1.15%, creating a combined effective rate of approximately 1.845%, which is effective until April 30,
2004. The swap was designated as a fair value hedge, and as such, the gain or loss on the swap, as well as
the fully offsetting gain or loss on the notes attributable to the hedged risk, were recognized in earnings.
As part of the agreement, we are also required to post collateral based on changes in the fair value of the
interest rate swap. This collateral, in the form of restricted cash, was $1.7 million at January 31, 2004. We
could incur charges to terminate the swap in the future if interest rates rise, or upon certain events such as
a change in control or certain redemptions of convertible subordinated notes. A 25 basis point increase in
the LIBOR rate would increase our annual interest expense by $187,500.

Cautionary Statements

Risks Related to Our Business

We Expect Our Quarterly Revenues and Operating Results to Fluctuate for a Number of Reasons,
Which Could Cause Our Stock Price to Fluctuate

Our quarterly revenues and operating results from continuing operations have varied significantly in
the past and are likely to vary significantly in the future due to a number of factors, any of which may
cause our stock price to fluctuate. The primary factors that may affect our quarterly financial performance
include the following:

« fluctuations in demand for our products and services;

» potentially negative earnings impact related to our acquisition of Inrange and other future
acquisitions;

» the timing of customer orders, which are often grouped toward the end of a quarter, particularly
large orders from our significant customers and whether any orders are cancelled;

+ sales mix among our storage networking products and services;
« our traditionally long sales cycle, which can range from 90 days to 12 months or more;

+ our ability to develop, introduce, ship and support new products and product enhancements,
including our next generation Fibre Channel switching products;

+ the fact that our products and services are usually only part of an overall solution that our
customers may have problems implementing or obtaining the required components or services from
other vendors;

» the rate of adoption of storage networks as an alternative to existing data storage and management
systems;

+ announcements and new product introductions by our competitors and deferrals of customer orders
in anticipation of new products, services or product enhancements introduced by us or our
competitors;

+ decreases over time in the prices at which we can sell our products;

+ our ability to obtain sufficient supplies of components, including limited sourced components, and
products we supply at reasonable prices, or at all;

» communication costs and the availability of communication lines;
+ increases in the prices of the components and supplied products we purchase;
« under utilization of consultants;

s our ability to attain and maintain production volumes and quality levels for our products;
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» increased expenses, particularly in connection with our strategy to continue to expand our
relationships with the parties with whom we have entered into strategic relationships; and

+ general economic and political conditions and related customer budget constraints.

Accordingly, you should not rely on the results of any past periods as an indication of our future
performance, It is likely, in some future period, that our operating results may be below expectations of
public market analysts or investors. Because most of our expenses are fixed in the short-term or incurred
in advance of anticipated revenue, we may not be able to decrease our expenses in a timely manner to
offset any unexpected shortfall in revenue. ’

We Recently Incurred Losses and May Not Be Able to Maintain Profitability

For the years ended January 31, 2004, 2003 and 2002, we incurred losses of $24.1 million,
$38.4 million and $3.7 million, respectively. We are dependent on our storage networking products and
services for our future revenue. We expect to incur significant product development, sales and marketing
and administrative expenses in connection with the introduction of new products and our acquisition of
Inrange, and, as a result, we will need to generate significant revenue increases to achieve and maintain
profitability. We may not be able to sustain or increase profitability.

Our Future Revenues and Operating Results Are Difficult to Predict

Markets for our storage networking products and services are constantly changing. In addition, we
expect that our future revenue will be derived from our storage networking products and services. Recent
economic and world events, combined with the evolving nature of the markets in which we sell our
products, reduces our ability to accurately forecast our quarterly and annual revenue. Moreover, we plan
our operating expenses based in part on our revenue projections. Because most of our expenses are fixed in
the short-term or incurred in advance of anticipated revenue, we may not be able to decrease our expenses
in a timely manner to offset any unexpected shortfall in revenue. One customer accounted for 22% of our
revenue in fiscal 2003. Loss of this customer could negatively impact our future results.

We Have Limited Product Offerings and Depend on the Widespread Market Acceptance of Our Existing
and New Products

We derive a substantial portion of our revenue from a limited number of existing products. We expect
that revenue from our storage networking products will account for a substantial and growing portion of
our total revenue for the foreseeable future. As a result, for the foreseeable future, we will continue to be
subject to the risk of a dramatic decrease in revenue if there is a decrease in demand for our storage
networking products. Therefore, widespread market acceptance of these products is critical to our future
success. Recent economic and world events, combined with the evolving nature of the markets in which
we sell our products, reduces our ability to accurately forecast our quarterly and annual revenue.
Accordingly, the demand for, and market acceptance of, these products are uncertain.

Factors that may affect the market acceptance of our products, some of which are beyond our control,
include the following:

» growth of storage networking product markets;
» performance, quality, price and total cost of ownership of our existing products;

+ continued development of technologies that allow our storage networking products to function over
WANSs and over IP-based networks;

+ continued development of our Fibre Channel and FICON switching technologies, particularly our
next generation director class Fiber Channel and FICON switching products;

+ continued acceptance in the marketplace of our acquisition of Inrange;

» availability, price, quality and performance of competing products and technologies; and
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» successful development of our relationships with new and existing customers and parties with whom
we have entered into strategic relationships. ‘

Our Historical Financial Information Is Not Reflective of Qur Acquisition of Articulent, Bi-Tech and
Inrange

We acquired Articulent in April 2001, BI-Tech in June 2002, and Inrange in May 2003. Articulent’s,
BI-Tech’s and Inrange’s results are not included in our financial statements prior to those dates. As a
result, the historical financial statements may not be useful in predicting our future financial results.

Our Success Depends on the Demand for Our Storage Networking Solutions

We depend on the demand for and success of our storage networking products and services. Potential
customers who have invested substantial resources in their existing data storage and management systems
may be reluctant or slow to adopt a new approach, like storage networks or outside consulting or managed
services. Our success in generating revenue in these areas will depend on, among other things, our
ability to:

» educate potential customers, parties with whom we have entered into strategic relationships and end
users about the benefits of our products and related technologies and our expertise;

» maintain and enhance our strategic relationships; and
« predict and base our products and services on standards that ultimately become industry standards.

In addition, the continued growth of the market for storage networking products and services may
depend in part on the continued decrease in the price of related services and components, such as
telecommunication lines. Any increase in the price of these related services and components would likely
cause this market to grow at a reduced rate. Further, storage networks are often implemented in
connection with deployment of new storage systems and servers. Accordingly, our future success is also
substantially dependent on the market for new storage systems and servers.

If Our Relationships with Parties with Whom We have Entered into Strategic Relationships Are
Unsuccessful or Terminated, Our Product Revenues Could Decline

We market our products in connection with a few significant storage vendors. As a result, our success
depends substantially on our ability to manage and expand our relationships with these vendors, the overall
market acceptance of these vendors’ products, and our ability to initiate new strategic relationships. In
addition, we rely to a significant extent on the continued recommendation of our products by the parties
with whom we have entered into sirategic relationships. To the extent that these parties do not recommend
our products, or to the extent that they recommend products offered by our competitors, or develop their
own products similar to ours, our business will be harmed.

We may not be able to successfully manage or expand the relationships with the parties with whom
we have entered into strategic relationships, and they may not market our products successfully. Moreover,
our relationships with such parties are not in writing, have no minimum purchase commitments and can be
terminated or changed at any time. Our failure to manage and expand our relationships with these parties,
our failure to develop relationships or the failure of these parties to market our products could substantially
reduce our revenues and seriously harm our business.

Moreover, we rely on a limited number of suppliers to provide certain of the products we supply to
our customers. If any of our agreements with these parties are terminated, our ability to provide end-to-
end storage solutions may be adversely affected.
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Our Industries Are Subject to Rapid Technological Change, and We Must Keep Pace to Successfully
Compete :

The markets in which we sell our products and services are characterized by rapidly changing
technology, evolving industry standards and the frequent introduction of new products and enhancements.
Our future success depends in large part on our ability to enhance our existing products and services and
to introduce new products and services on a timely basis to meet changes in customer preferences and
evolving industry standards. In addition, our services must also be continually enhanced in order to comply
with new technological developments. We cannot be certain that we will be successful in developing,
manufacturing and marketing new solutions that respond to such changes in a timely manner and achieve
market acceptance. We also cannot be certain that we will be able to develop the underlying core
technologies necessary to create new products, enhancements and services.

Additionally, changes in technology and consumer preferences could potentially render our current
products and services noncompetitive or obsolete. If we are unable, for technological or other reasons, to
develop new products or services or enhance existing products and services in a timely manner in response
to technological and market changes, our business, results of operations and financial condition would be
harmed.

We Are Substantially Dependent on the Financial Services, and Information Outsourcing Industries

Historically, a significant portion of our product revenue has been derived from businesses in the
financial services and information outsourcing industries. The erosion of our relationships with our
customers in these industries, or the erosion of demand for products in these industries generally, would
harm our financial condition and operating results.

We Depend on a Limited Number of Suppliers for Certain Components

We depend upon a limited number of suppliers for several components used in the manufacture of
our products. In the future, we may experience shortages of, or difficulties in acquiring, these components.
If we are unable to buy these components, then we will not be able to manufacture our products on a
timely basis. Any failure on the part of our suppliers to keep pace with technological developments may
harm our ability to offer competitive solutions. In addition, our results of operations could also be harmed
if suppliers terminate their agreements with us.

We use rolling forecasts based on anticipated product orders to determine our component
requirements. Lead times for materials and components that we order vary significantly and depend on
factors such as specific supplier requirements, contract terms and current market demand for such
components. As a result, our component requirement forecasts may not be accurate. If we overestimate
our component requirements, then we may have excess inventory, which would increase our costs. If we
underestimate our component requirements, then we may have inadequate inventory, which could interrupt
our manufacturing and delay delivery of our products to our customers. Either of these occurrences would
negatively impact our business and operating results.

The Competition in Our Markets May Lead to Reduced Sales of Our Solutions, Reduced Profits or
Reduced Market Share

The markets for our solutions are competitive and are likely to become even more competitive.
Increased competition could result in pricing pressures, reduced sales, reduced margins, reduced profits,
reduced market share or the failure of our solutions to achieve or maintain market acceptance. Our
products and services face competition from multiple sources, including the ability of some of our
customers to design alternative solutions to the problems targeted by our solutions. Many of our
competitors and potential competitors have longer operating histories, greater name recognition, access to
larger customer bases or substantially greater resources than we have. As a result, they may be able to
respond more quickly than we can to new or changing opportunities, technologies, standards or customer
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requirements. For all of the foregoing reasons, we may not be able to compete successfully against our
current and future competitors. :

We May Engage in Future Acquisitions That May Dilute Our Shareholders and Cause Us to Incur Debt
or Assume Contingent Liabilities

As part of our strategy, we expect to review opportunities to buy other businesses or technologies that
would complement our current products and services, expand the breadth of markets, enhance our
technical capabilities, or otherwise offer growth opportunities. In completing the acquisition of Inrange we
used $190 million of cash and additional amounts to integrate and achieve synergies from the acquisition
of Inrange. Because of our acquisition of Articulent, BI-Tech and Inrange, or in the event of any future
purchases, we could:

+ spend significant amounts of cash;

» issue stock that would dilute our current sharcholders’ percentage ownership;

« impair our liquidity;

+ be subject to goodwill impairment charges; or

+ incur debt or assume liabilities.

These purchases also involve numerous risks, including:

+ problems combining the purchased operations, technologies, personnel or products;
» unanticipated costs;

» diversion of management’s attention from our core business;

- adverse effects on existing business relationships with suppliers, customers or parties with whom we
have entered into strategic relationships;

» risks associated with acquisitions in foreign countries;
« risks associated with entering markets in which we have no or limited prior experience;
« potential loss of employees of acquired or merged organizations; and

« the growth rates of any acquired company may be less than those projected by analysts or
anticipated by markets, which could have a depressive effect on our stock price.

We made numerous estimates in our integration of Inrange, and there are no assurances that actual
results will not differ from the estimates and therefore cause us to spend more than expected.

We cannot assure you that we will be able to successfully integrate any businesses, products,
technologies or personnel related from past acquisitions or organizations that we might acquire or merge
with in the future.

Future Terrorist Attacks Could Substantially Harm Our Business

On September 11, 2001, the United States was the target of terrorist attacks of unprecedented scope.
The U.S. government and media agencies were also subject to subsequent acts of terrorism through the
distribution of anthrax through the mail. Such attacks and the U.S. government’s ongoing response may
lead to further acts of terrorism, bio-terrorism and financial and economic instability. The precise effects of
these attacks, future attacks or the U.S. government’s response to the same are difficult to determine, but
they could have an adverse effect on our business, profitability and financial condition. Continued conflict
within Iraq, or conflict with North Korea or other nations could increase these risks.
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Undetected Software or Hardware Errors Could Increase Our Costs and Delay Product Introduction

Networking products frequently contain undetected software or hardware errors when first introduced,
or as new versions are released. Our products and the products acquired in the acquisition of Inrange are
complex and errors may be found from time to time in such products, including new or enhanced
products. In addition, our products and Inrange’s products are combined with products from other vendors.
As a result, when problems occur, it may be difficult to identify the source of the problem. These
problems may cause us to incur significant warranty and repair costs, divert the attention of our
engineering personnel from our product development efforts and cause significant customer relations
problems. Moreover, the occurrence of hardware and software errors, whether caused by our or another
vendor’s products, could delay or prevent the development of the markets in which we compete.

The Loss of Key Executive or Experienced Personnel or the Inability to Hire and Retain Additional
Personnel with Storage Networking Expertise Could Negatively Impact Sales and Delay Product
Introduction

We are dependent on Thomas G. Hudson, our Chairman, President and Chief Executive Officer. In
addition, we rely upon the continued contributions of our key management, engineering and sales and
marketing personnel, many of whom would be difficult to replace quickly. We also believe that our success
depends to a significant extent on the ability of our management to operate effectively, both individually
and as a group. The loss of any one of our key employees could adversely affect our sales or delay the
development or marketing of existing or future products and services.

We believe our future success will depend also in part upon our ability to attract and retain highly
skilled and qualified managerial, engineering, sales and marketing, and finance and operations personnel.
Competition for these personnel is intense. In the past, we have experienced difficulty in hiring qualified
personnel with storage networking expertise, and there can be no assurance that we will be successful in
attracting and retaining these individuals in the future. The inability to attract or retain qualified personnel
in the future or delays in hiring required personnel, particularly engineers and sales personnel, could delay
the development and introduction of and negatively impact our ability to sell our products and services. In
addition, companies in our industry whose employees accept positions with competitors frequently claim
that their competitors have engaged in unfair hiring practices. We cannot assure you that we will not
receive such claims in the future as we seek to hire qualified personnel or that such claims will not result
in costly litigation. We could incur substantial costs in defending ourselves against these claims, regardless
of their merits.

We Must Continue to Improve Our Operational Systems and Controls to Manage Future Growth

We plan to continue to expand our operations to pursue existing and potential market opportunities.
We expect that this growth will place a significant demand on our management and our operational
resources. In order to manage growth effectively, we must implement and improve our operational systems,
procedures and controls and train our employee base. Accordingly, we cannot assure you that:

s our key employees will be able to work together effectively as a team to successfully manage our
growth;

+ we will be able to hire, train and manage our employee base;

+ our systems, procedures or controls will be adequate to support the future growth of the
company; and

« our management will be able to achieve the rapid execution necessary to fully exploit the potential
synergies to be achieved by our acquisition of Inrange or the market opportunity for our products
and services.

Our inability to manage growth effectively could harm our business.
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We Plan to Increase Our International Sales Activities, Which Will Subject Us to Additional Business
Risks

Historically, international markets have accounted for a significant portion of our revenues. We plan
to expand our international sales activities, and therefore our success will become increasingly dependent
on our performance in international markets. Our international sales growth in these and other countries
will be limited if we are unable to establish relationships with international distributors, establish additional
foreign operations, expand international sales channel management, hire additional personnel and develop
relationships with international service providers. Even if we are able to successfully expand international
operations, we cannot be certain that we will be able to maintain or increase international market demand
for our products. Our international operations, are subject to a number of risks, including:

« supporting multiple languages;

- recruiting sales, technical and consulting support personnel with the skills to support our solutions;
« increased complexity and costs of managing international operations;

. “protectionist laws and business practices that favor local competition;

+» dependence on local vendors;

+ multiple, conflicting and changing governmental laws and regulations;

+ longer sales cycles;

« difficulties in collecting accounts receivable, converting foreign currency to dollars and remitting
funds to the United States;

+ difficulties in enforcing our legal rights;
» reduced or limited protections of intellectual property rights; and
« political and economic instability.

None of our products include screen displays or user documentation in any language other than the
English language. Qur future prospects in international markets may require us to develop multiple
language versions of our products and support documentation. The lack of such documentation could cause
prospective customers to select other products. In addition, the development of such products and
documentation could be costly and time consuming.

Because a significant portion of our international revenues are denominated in foreign currencies,
primarily the euro and British pounds sterling, an increase in the value of the U.S. dollar relative to these
currencies could make our products more expensive and thus less competitive in foreign markets.

We Have Applied for and Received a Limited Number of Patents and We May Be Unable to Protect
Our Intellectual Property, Which Would Negatively Affect Qur Ability to Compete

Historically, we have not pursued patents on all our intellectual property. Traditionally, we have
relied, and currently continue to rely, on a combination of patent, copyright, trademark and trade secret
laws and restrictions on disclosure to protect our intellectual property rights. We also enter into
confidentiality agreements with substantially all our employees, consultants and parties with whom we
enter into strategic relationships, and control access to and distribution of our software, documentation and
other proprietary information. In addition, while we may pursue patent protection for our intellectual
property in the future, unauthorized parties may attempt to copy or otherwise obtain and use our products
or technology. Monitoring unauthorized use of our products is difficult, and we cannot be certain that the
steps we have taken will prevent unauthorized use of our technology, particularly in foreign countries
where the laws may not protect our proprietary rights as fully as in the United States or where legal
authorities in foreign countries do not vigorously enforce existing laws.
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We have from time to time received, and may in the future receive, communications from parties
asserting patent rights against us that relate to certain of our products. Although we believe that we
possess all required proprietary rights to the technology involved in our products and that our products,
trademarks and other intellectual property rights do not infringe upon the proprietary rights of third
parties, we cannot assure you that others will not claim a proprietary interest in all or part of our
technology or assert claims of infringement. All such claims, regardless of their merits, could expose us to
costly litigation and could substantially harm our operating results.

Others May Bring Infringement Claims Against Us, Which Could Be Time-Consuming and Expensive to
Defend

In recent years, there has been significant litigation in the United States involving patents and other
intellectual property rights. In connection with our acquisition of Inrange, we are a defendant in a patent
infringement suit. The case is in its preliminary stages and management is evaluating the litigation. We
have also in the past received correspondence from third parties alleging infringement and we may be a
party to litigation in the future to protect our intellectual property or as a result of an alleged infringement
of others’ intellectual property. These claims and any resulting lawsuits could subject us to significant
liability for damages and invalidation of our proprietary rights. These lawsuits, regardless of their success,
would likely be time-consuming and expensive to resolve and would divert management time and
attention. Any potential intellectual property litigation, including the pending claim, also could force us to
do one or more of the following:

« stop selling, incorporating or using our products or services that use the challenged intellectual
property;

* obtain a license from the owner of the infringed intellectual property allowing us to sell or use the
relevant technology, which license may not be available on reasonable terms, or at all;

+ redesign those products or services that use such technology.

In addition to the related costs of the foregoing actions, if we are forced to take any of these actions,
we may be unable to manufacture and sell the related products, which would reduce our revenues.

Significant Litigation Could Adversely Affect Our Results of Operations and Financial Position

We are currently a defendant in significant litigation, for which we believe we have substantial
defenses or, in some cases, insurance coverage. However, adverse judgments in existing litigation which are
not covered by insurance would have a significant impact on our results of operation and financial position.
In addition, we could be subject to additional litigation in the future, including as a result of our expanded
scope of operations. Such litigation could result from claims of infringement of intellectual property rights,
non-compliance with contract terms, anti-trust claims, securities offering or disclosure issues, sharcholder
lawsuits, acquisitions or other matters, any of which if determined adversely could have a significant effect
on our financial position or results of operations. We could also be subject to investigation by governmental
agencies or self-regulatory organizations, which could result in significant penalties, fines and other
sanctions, any of which could materially harm our business.

Our Products Must Comply with Evolving Industry Standards and Government Regulations

The market for our products is characterized by the need to support industry standards as they
emerge, evolve and achieve acceptance. To remain competitive, we must continue to introduce new
products and product enhancements that meet these industry standards. For example, all components of a
storage network must utilize a limited number of defined standards in order to work with existing
computer systems. Our products also must generally be approved for use by the storage vendors with
whom we have strategic marketing relationships. Any failure to obtain such approval would have a
material adverse impact on our business. Our products comprise only a part of the entire storage network
and we depend on the companies that provide other components of the storage network, many of whom
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are significantly larger than we are, to support the industry standards as they evolve. The failure of these
providers to support these industry standards could adversely affect the market acceptance of our products.
In addition, in the United States, our products must comply with various regulations and standards defined
by the Federal Communications Commission and Underwriters Laboratories. Internationally, products that
we develop will also be required to comply with standards established by authorities in various countries.
Failure to comply with existing or evolving industry standards or to obtain timely domestic or foreign
regulatory approvals or certificates could materially harm our business.

Providing Telecommunications Services to Our Customers Will Subject Us to New Risks

We intend to increase the amount of telecommunications and bandwidth we sell to our customers
with our other products and services. Increasing our participation in this industry will subject us to new
risks. First, telecommunications networks and circuits can fail which would make it difficult for us to
attract and retain clients. In addition, we may experience difficulty in obtaining or developing circuits to
provide to our clients. The telecommunications industry is heavily regulated by state and federal
governments, and changes in these regulations could make it difficult for us to compete. In addition, the
regulatory framework under which we operate and new regulatory requirements or new interpretations of
existing regulatory requirements could require substantial time and resources for compliance, which could
make it difficult for us to operate our business. In addition, under applicable regulations, we will likely be
required to obtain the approval of the Federal Communications Commission and certain state regulators
before engaging in a transaction that would result in a change in control.

Risks Related to Our Common Stock

Our Stock Price Has Been and Is Likely to Continue to Be Volatile, Which May Result in Losses for
Investors

The market price of our common stock has been, and likely will continue to be, subject to significant
fluctuations in response to many factors, some of which are beyond our control, including:

» general stock market conditions;

¢ conditions in our industry;

» changes in our revenues and earnings;

« general economic and political conditions, including further terrorist attacks and responses thereto;

» changes in analyst recommendations and projections; and

« our ability to achieve results projected by analysts.

In addition to the foregoing, we may fail to meet expectations of our shareholders or of analysts at
some time in the future, and our stock price could decline.
We Do Not Intend to Pay Dividends

We have never paid cash dividends to shareholders and do not anticipate paying cash dividends in the
foreseeable future.
Future Sales of Our Common Stock May Depress Our Stock Price

Sales of a substantial number of shares of our common stock in the public market, or the appearance
that such shares are available for sale, could adversely affect the market price for our common stock. From
time to time our directors and executive officers may implement Rule 10b5-1 trading plans pursuant to
which sales of shares of our common stock are being made for the accounts of such individuals at varying
price targets. Sales pursuant to such plans and other sales by our directors and officers may also have a
depressive affect on the market price for our stock.
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During the quarter ended October 31, 2003, Messrs. Edward Walsh and William Collette, both
officers of the Company, and John Rollwagen, a director, entered into effective 10(b)5-1 trading plans,
which allow for the sale of stock. The terms of these plans are disclosed in Item 5 to our Form 10-Q for
our fiscal 2003 third quarter as filed on December 15, 2003. Mr. Erwin Kelen, a Director, also has adopted
a 10(b)5-1 plan as disclosed in the Proxy Statement filed on May 8, 2003 and Form 8-K filed on
February 11, 2002. During the quarter ended January 31, 2004, Messrs. James Fanella and Robert Beyer
both officers of the Company, entered into effective 10(b)5-1 trading plans which allows for the sale of
stock as follows:

Shares Sale Price
James Fanella . ... ... . . . 62,500 $13.00
Robert Beyer .. ..o 18,750  $16.00 - $20.00

Anti-Takeover Effects of Certain By-Law Provisions, Minnesota Law, the Indenture and Our Shareholder
Rights Plan Could Discourage, Delay or Prevent a Change in Control

Our articles of incorporation, bylaws and shareholder rights plan along with the indenture and
Minnesota law could discourage, delay or prevent persons from acquiring or attempting to acquire us.

Our articles of incorporation authorize our board of directors, without action by our shareholders, to
designate and issue preferred stock in one or more series, with such rights, preferences and privileges as
the board of directors shall determine. In addition, our articles of incorporation grant our board of directors
the authority to adopt, amend or repeal all or any of our bylaws, subject to the power of the shareholders
to change or repeal the bylaws. In addition, our bylaws limit who may call meetings of our shareholders.

In addition, we have a shareholder rights plan. Under the plan each holder of shares of our common
stock has the right upon the occurrence of certain events to purchase from us 1/1000th of a share of the
Series A Junior Participating Preferred Stock at a price of $100.00 per unit, subject to adjustment.

As a public corporation, we are prohibited by the Minnesota Business Corporation Act, except under
certain specified circumstances, from engaging in any merger, significant sale of stock or assets or business
combination with any shareholder or group of shareholders who own at least 10% of our common stock.
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Item 8. Consolidated Financial Statements and Supplementary Data

COMPUTER NETWORK TECHNOLOGY CORPORATION

CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)

Assets

Current assets:
Cash and cash equivalents ........... ..o it
Marketable SeCUTItIES . . . oottt
Receivables, net . ... .. .
IVEItOTICS ottt e e e
Other CUMTENt B8BTS . . . ottt e e e e e e e

Total CUITENt ASSETS . ..ottt et e e e e

Property and equipment, net. .. ... ... . e
Field support spares, Net . ... ..ot e
Deferred tax assel ... ..ottt e
Goodwill ...
Other intangibles, net ... ... . e
D Other assets .. ...

Liabilities and shareholders’ equity

Current liabilities:
Accounts payable . . ...
Accrued liabilities . ... ... o e
Deferred revenue ... ...t
Current installments of obligations under capital lease .......................

Total current liabilities ... .. ...

Convertible subordinated debt ....... ... ... ... .. ...
Deferred tax liability . ...
Obligations under capital lease, less current installments .......................

Total Habilities ... ... .

Shareholders’ equity:
Undesignated preferred stock, authorized 965 shares; none issued and
outstanding . ... ...
Series A junior participating preferred stock, authorized 40 shares; none issued
and outstanding . ... ...
Common stock, $.01 par value; authorized 100,000 shares; issued and
outstanding 27,501 at January 31, 2004, and 26,921 at January 31, 2003......
Additional paid-in capital ........ .. . .
Unearned COMPENSAtION . ... .. ou ittt ettt e e
Accumulated deficit. ... . . e
Accumulated other comprehensive income........ ... ... . i

Total shareholders’ equity ... ... i e

See accompanying notes to consolidated financial statements
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January 31,

2004 2003
$ 75,267 § 98,341
2,219 111,143
99,815 56,040
29,976 24,091
4,400 2,118
211,677 291,733
40,313 22,566
11,951 6,009
872 —
105,203 14,113
33,225 1,669
9,140 3,079
$412,381  $339,169
$ 47,696 $ 16,889
43,733 25,060
47,058 19,340
1,619 708
140,106 61,997
125,000 125,000
— 541
4,468 —
269,574 187,538
275 269
187,652 173,955
(319) (675)
(46,999)  (22,946)
2,198 1,028
142,807 151,631
$412,381  $339,169




COMPUTER NETWORK TECHNOLOGY CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

Years Ended January 31,

2004 2003 2002
Revenue:
Product sales . ...t e $239,839  $145,355  $129,276
SEIVICE €8S .ttt 121,038 66,160 57,747
Total revenue . ... ... ... ... . ... 360,877 211,515 187,023
Cost of revenue:
Costof product sales ....... ... .. oo, 143,992 89,110 76,254
Costof service fees .. ... o 72,262 38,210 37,328
Total cost of revenue ........ ... .. .. . 216,254 127,320 113,582
Gross profit . . ... .. .. ... 144,623 84,195 73,441
Operating expenses: ‘
Sales and marketing .. ........ .. 88,396 57,849 52,156
Engineering and development ........... ... .. ... .. i 42,719 26,872 23,452
General and administrative . ... ....... ... .. .. ... .. 16,073 10,694 9,311
In-process research and development . ........ ... ... .. ... .... 19,706 — —
Goodwill iIMpairment . ...t 204 — —
Restructuring charge. . ........ . ... — 1,666 996
Total operating expenses ............ P 167,098 97,081 85,915
Loss from operations .. .......... .. ... . ... . i (22,475) (12,886) (12,474)
Other income (expense):
Write-down of investment ......... ... ... ... .. i — (1,000) —_
Loss on sale and write-down of webMethods stock ............... — — (10,283)
Net gain on sale of marketable securities ....................... 747 — —
Interest INCOME . . . .. .. it 1,609 6,183 6,166
Interest expense. . ... (4,435) (4,326) (285)
Other, Met. .o 411 12 (344)
Other income (expense), net. . ... (1,668) 869 (4,746)
Loss from continuing operations before income taxes............... (24,143)  (12,017)  (17,220)
Provision (benefit) for income taxes .......... ... ... ... ... ... 625 16,527 (5,292)
Loss from continuing operations .................. ... ........... (24,768)  (28,544)  (11,928)
Discontinued operations:
Gain on disposition of discontinued operations, net of tax.......... — — 8,222
Income from discontinued operations, net of tax ................. 715 207 —
715 207 8,222
Net loss before cumulative effect of change in accounting principle ...  (24,053)  (28,337) (3,706)
Cumulative effect of change in accounting principle ............. ... — (10,068) —
Net 0SS .. oo $(24,053) $(38,405) $ (3,706)
Basic and diluted income (loss) per share:
Continuing Operations . . .. .......vitt it $ (91) $ (1.02) § (.40)
Discontinued operations . ............. it $ 03 § 01 8 .28
Cumulative effect of change in accounting principle .............. $ — $ (36) § —
Nt J08S vttt $ (89 § (137 § (12)
Shares . ..o 27,116 28,111 29,892

See accompanying notes to consolidated financial statements
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COMPUTER NETWORK TECHNOLOGY CORPORATION

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Balance, January 31, 2001

Shares issued pursuant to the
employee stock purchase plan,
restricted stock plan and exercise of
stock options

Tax benefits from employee stock
transactions

Repurchase of common stock

Compensation expense

Comprehensive loss:
Net loss
Unrealized gain on marketable

securities, net of tax effect of

$299
Translation adjustment, net of tax

effectof $0...... ... . ... ...

Total comprehensive loss .. .........
Balance, January 31,2002 ..........

Shares issued pursuant to the
_.employee stock purchase plan,
restricted stock plan and exercise of
stock options

Repurchase of common stock

Compensation expense

Comprehensive loss:
Net loss
Unrealized gain on marketable

securities, net of tax effect of

$266
Translation adjustment, net of tax

effect of $0....... ... ... ...

Total comprehensive loss
Balance, January 31, 2003 .. ........

Shares issued pursuant to the
employee stock purchase plan,
restricted stock plan and exercise of
stock options

Conversion of Inrange options.......

Compensation expense

Comprehensive loss:
Net loss
Unrealized loss on marketable

securities, net of tax effect of
$277
Realized gain on marketable
securities, net of tax effect of
$288
Translation adjustment, net of tax
effectof $O. ... ...............

Total comprehensive loss

Balance, January 31,2004 ..........

(in thousands)

Retained Accumulated
Additional Earnings Other
_Common Stock  “pyid.ip Unearned  (Accumulated Comprehensive
Shares  Amount Capital Compensation Deficit) Income (Loss) Total
29,656  $297 $195910 $(1,304) $ 19,165 $ (966) $213,102
817 8 6,894 (496) — — 6,406
— — 978 — — —_ 978
90 (1) (786) — — — (787)
— — —_ 568 — — 568
— — — — (3,706) — (3,706)
— _ — — —_ 510 510
— — — — — (428) (428)
— — — — — — (3,624)
30,383 $304  $202,996 $(1,232) $ 15,459 $ (884) $216,643
583 5 3,124 (165) — — 2,964
(4,045) (40) (32,165) — — — (32,205)
—_ — — - 722 — — 722
- — — — (38,405) — (38,405)
— — — — — 393 393
— — — —_ — 1,519 1,519
— — — — — — (36,493)
26,921 $269 $173,955 $ (675) $(22,946) $1,028 $151,631
580 6 3,411 (147) — — 3,270
— — 10,286 — — — 10,286
— — — 503 — — 503
— — —_ — (24,053) — (24,053)
— — — — — (444) (444)
— — — — — (459) (459)
— — — — — 2,073 2,073
— — — — — — (22,883)
27,501 $275 $187,652 $ (319) $(46,999) $2,198 $142,807

See accompanying notes to consolidated financial statements
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COMPUTER NETWORK TECHNOLOGY CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Operating Activities:
Net 0SS « oot
Cumulative effect of change in accounting principle ............
Discontinued operations . .......... ... e
Depreciation and amortization. . ........ ... .. .. ... . ... ...
Compensation EXPENSE . ... v vttt et
In-process research and development charge...................
Goodwill impairment .......... ..
Net gain on sale of marketable securities .....................
Loss on sale and write-down of webMethods stock .............
Write-down of investment ............ ... .. ... ...
Change in deferred taxes . ... ..ottt
Changes in operating assets and liabilities, net of acquisitions:
Receivables . ... ... ..
Inventories .. ... e
Other Current assets .. ..ot i,
Accounts payable ..... ... ... .. ..
Accrued liabilities . ... ... ... .. ... ...
Deferred revenue .. ... ... ... .. ... ...

Net cash provided by (used in) continuing operations.........
Net cash provided by (used in) discontinued operations . ... ...

Cash provided by (used in) operating activities ............

Investing Activities:
Additions to property and equipment .. ........ . ...
Additions to field support spares .. ......... ... .o
Acquisition of Articulent, net of cash acquired.................
Acquisition of BI-Tech, net of cash acquired ..................
Acquisition of Inrange, net of cash acquired ...................
Net proceeds from sale of discontinued operations..............
Proceeds from the sale of webMethods stock ..................
Purchase of marketable securities . ........... ... ... .. .....
Proceeds from redemption of marketable securities .............
Other a8SetS . .ottt
Cash provided by (used in) investing activities.............

Financing Activities:
Net proceeds from issuance of convertible subordinated debt . .. ..
Payments for repurchases of common stock ...................
Proceeds from issuance of common stock ......... ... .. ... ..
Repayments of obligations under capital leases.................

Cash provided by financing activities .....................
Effects of exchange rate changes .................. .. ... .. ... ..

Net increase (decrease) in cash and cash equivalents .............
Cash and cash equivalents — beginning of year ..................

Cash and cash equivalents —end of year .................. ... ..

See accompanying notes to consolidated financial statements
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Years Ended Japuary 31,

2004 2003 2002
$ (24,053) $ (38,405) $ (3,706)
— 10,068 —
(715) (207)  (8,222)
25,132 15,868 15,127
503 722 568
19,706 — —
204 — —
(747) — —
— — 10,283
— 1,000 —
(773) 16,077 (1,268)
(9,342) 1,714 (40)
6,151 7,370 (4,517)
3,322 2,020 (1,575)
20,019 (2,110)  (21,879)
(13,557) (2,670)  (7,606)
6,774 5,875 (2,091)
32,624 17,322 (24,926)
715 207 (8,830)
33,339 17,529  (33,756)
(7,599) (6,878)  (8,198)
(2,719) (5.486)  (2,770)
— — (11,145)
(3,868) (7,723) —
(152,785) — —
— — 11,800
— — 6,281
(106,584)  (163,860)  (87,786)
214,787 136,988 115,717
(1,714) 695 876
(60,482)  (46,264) 24,775
— 121,559 —
— (32,205) (787)
3,270 2,964 6,406
(1,333) (1,523)  (1,421)
1,937 90,795 4,198
2,132 1,879 (259)
(23,074) 63,939 (5,042)
98,341 34,402 39,444
$ 75267 $ 98341 $ 34,402




COMPUTER NETWORK TECHNOLOGY CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
January 31, 2004, 2003 and 2002
(tabular amounts in thousands except per share data)

(1) Summary of Significant Accounting Policies
Description of Business

Computer Network Technology Corporation is a leading provider of end-to-end storage solutions,
related consulting and integration services, and managed services in the high-performance storage
networking market.

Discontinued Operations

In 2001, the Company divested Propelis Software, Inc. formerly known as the Enterprise Integration
Solutions Division. Accordingly, Propelis Software, Inc. has been accounted for as a discontinued operation
in the accompanying consolidated financial statements.

Fiscal Year End

References in these footnotes to fiscal 2003, 2002 and 2001 represent the twelve months ended
January 31, 2004, 2003 and 2002, respectively.

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of Computer Network
Technology Corporation and its subsidiaries (together, the Company). All significant intercompany
balances and transactions are eliminated in consolidation.

Revenue Recognition

Most of the Company’s sales arrangements include multiple deliverables, and are subject to the
provisions of EITF 00-21. All of the elements included in the Company’s sales arrangements, including
proprietary products, third party products, professional services, standard maintenance and network
monitoring services qualify as separate deliverables because each element is sufficiently separable, and the
Company has sufficient evidence of the relative fair value of each deliverable. Each of the elements in the
Company’s sales arrangements has stand-alone value. With respect to product sales, fair value is based on
the prices charged to other customers for similar products, or standard market prices in the case of third
party products. The fair value for professional consulting services is based on the hours required to perform
the services at actual hourly billing rates. These rates are based on rates charged for similar consulting
services in stand-alone contracts. Valuation for standard maintenance and network monitoring services is
based on the separately priced contract value for these services. In transactions that include multiple
products and/or services, the sales value is allocated among each of the deliverables based on their relative
fair values.

Once the Company’s sales arrangement have been divided into separate units of accounting, the
relative fair value of each element has been determined, and any revenue contingencies have been fulfilled,
the Company recognizes revenue for each element as follows:

Revenue is recognized upon shipment for product sales with standard configurations and product sales
with other than standard configurations, which have demonstrated performance in accordance with
customer specifications prior to shipment provided that (a) evidence of an arrangement exists, (b) delivery
has occurred, (c) the price to the customer is fixed and determinable, and (d) collectibility is assured. All
other product sales are recognized as revenue when customer acceptance is received or upon passage of
the customer acceptance period.
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COMPUTER NETWORK TECHNOLOGY CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Warranty costs and sales returns are accrued at the time of shipment based on experience.

Service fees are recognized as revenue when earned, which is generally on a straight-line basis over
the contracted service period or as the services are rendered. Deferred revenue primarily consists of the
unearned portion of service agreements billed in advance to customers, including amounts both collected
and uncollected.

Valuation of Accounts Receivable

Accounts receivable are reviewed to determine which are doubtful of collection. Estimates are also
made of potential future product returns. In making the determination of the appropriate allowance for
doubtful accounts and product returns, the Company considers specific accounts, changes in customer
payment terms, historical write-offs and returns, changes in customer demand and relationships,
concentrations of credit risk and customer credit worthiness. The provision for doubtful accounts and
product returns was $1,700,000, $1,388,000 and $898,000 in fiscal 2003, 2002 and 2001, respectively.

Valuation of Inventory

Inventories are stated at the lower of cost (determined on a first in, first out basis) or market. The
Company reviews obsolescence to determine that inventory items deemed obsolete are appropriately
reserved. In making the determination, consideration is given to the history of inventory write-offs, future
sales of related products, and quantity of inventory at the balance sheet date, assessed against past usage
rates and future expected usage rates.

Valuation of Deferred Taxes

Significant management judgment is required in determining the provision for incomes taxes, deferred
tax assets and liabilities and any valuation allowance recorded against net deferred tax assets. The
Company is required to estimate income taxes in each jurisdiction where it operates. This process involves
estimating actual current tax exposure together with assessing temporary differences resulting from
differing treatment of items, such as the depreciable life of fixed assets for tax and accounting purposes.
These differences result in deferred tax assets and liabilities, which are included in the consolidated
balance sheet. The Company assesses the likelihood that its deferred tax assets will be recovered from
future taxable income and to the extent recovery is believed unlikely, establishes a valuation allowance.
The Company has increased tax expense within its statements of operations when a valuation allowance is
established or increased in a given period.

In the fourth quarter of fiscal 2002, the Company recorded a non-cash charge of $23,568,000 to
provide a valuation allowance for its United States deferred tax assets. The Company’s cumulative
valuation allowance recorded against its deferred tax assets at January 31, 2004 was $44,591,000. As the
Company generates taxable income in future periods, it does not expect to record significant income tax
expense in the United States until it becomes likely that the Company will be able to utilize the deferred
tax assets, and reduce its valuation allowance. The establishment of the valuation allowance does not
impair the Company’s ability to use the deferred tax assets upon achieving profitability. The Company’s
federal net operating loss carry-forwards and credits do not expire for the next 15 to 20 years.

Goodwill and Other Intangible Assets

Goodwill represents the excess of the purchase price over the fair value of net assets. Upon adoption
of Statement of Financial Accounting Standard (SFAS) No. 142, Goodwill and Other Intangible Assets,
in the first quarter of fiscal 2002, the Company no longer amortized goodwill. See Note 6 for the effects of
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adopting this standard. Other intangible assets related to the acquisitions of Articulent, BI-Tech and
Inrange are amortized on a straight-line basis over periods ranging from two to ten years.

Impairment of Long-lived and Intangible Assets

The Company accounts for long-lived assets in accordance with the provisions of SFAS No. 144,
Accounting for the Impairment or Disposal of Long-Lived Assets. This Statement requires that long-lived
and intangible assets be reviewed for impairment whenever events or changes in circumstances indicate
that the carrying amount of an asset may not be recoverable. Recoverability of assets to be held and used
is measured by a comparison of the carrying amount of an asset to future net undiscounted cash flows
expected to be generated by the asset. If the carrying amount of an asset exceeds its estimated future cash
flows, an impairment charge is recognized in the amount by which the carrying amount of the asset
exceeds the fair value of the asset. Assets to be disposed of are reported at the lower of the carrying
amount or fair value less costs to sell.

The Company reviews goodwill for impairment annually or more frequently if changes in
circumstances or the occurrence of events suggest the remaining value may not be recoverable. An asset is
deemed impaired and written down to its fair value if estimated related net undiscounted future cash flows
are less than its carrying value in accordance with the provisions of SFAS No. 142. In connection with
SFAS No. 142’s transitional goodwill impairment evaluation, the Statement requires the Company to
perform an assessment of whether there is an indication that goodwill is impaired as of the date of
adoption. Impairment adjustments recognized after adoption, if any, generally arc required to be
recognized as operating expenses, captioned in general and administrative expenses.

Cash Equivalents

The Company considers investments in highly liquid debt securities having an initial maturity of three
months or less to be cash equivalents. Cash equivalents consist primarily of money market instruments,
bank certificates of deposits, U.S. treasury bills, U.S. agency discount notes and commercial paper.

Marketable Securities

Unrealized gains and losses on available-for-sale securities are excluded from earnings and are
reflected as a separate component of shareholders’ equity. Unrealized gains and losses on trading securities
are included in earnings.

Property and Equipment

Property and equipment owned by the Company is carried at cost and depreciated using the straight-
line method over three to eight years. Leasehold improvements are amortized using the straight-line
method over the terms of the respective leases. Expenditures for repairs and maintenance are charged to
expense as incurred. Capital lease equipment is amortized over the life of the lease.

The carrying value of long-lived assets is reviewed whenever events or changes in circumstances such
as market value, asset utilization, physical change, legal factors or other matters indicate that the carrying
value may not be recoverable. When the review indicates that the carrying value of the asset or group of
assets representing the lowest level of identifiable cash flows exceeds the sum of the expected future cash
flows (undiscounted and without interest charges), an impairment loss is recognized. The amount of the
impairment loss is the amount by which the carrying value exceeds the fair value of the impaired asset or
group of assets.
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Field Support Spares

Field support spares are carried at cost and depreciated using the straight-line method over three
years.

Engineering and Development

The Company has expensed all engineering and development costs to date.

Foreign Currency

The financial statements of the Company’s international subsidiaries have been translated into
U.S. dollars. Assets and liabilities are translated into U.S. dollars at year-end exchange rates, while equity
accounts are translated at historical rates. Income and expenses are translated at the average exchange
rates during the year. The resulting translation adjustments are recorded as a separate component of
shareholders’ equity.

The Company is exposed to market risks related to fluctuations in foreign exchange rates because
some sales transactions, and the assets and liabilities of its foreign subsidiaries, are denominated in foreign
currencies. The Company had no outstanding forward exchange contracts as of January 31, 2004. Gains
and losses from transactions denominated in foreign currencies and forward exchange contracts are
included in the Company’s net loss. The Company recognized foreign currency transaction gains in fiscal
2003 and 2002 of $599,000 and $63,000, respectively. The Company recognized a foreign currency
transaction loss in fiscal 2001 of $106,000.

Stock Compensation Plans

The Company accounts for its stock based compensation awards in accordance with Accounting
Principles Board Opinion No. 25, Accounting for Stock Issued to Employees, and provides the footnote
disclosures required by SFAS No. 123 Accounting for Stock Based Compensation.

The Company has elected to continue to account for its plans in accordance with APB No. 25.
Accordingly, no compensation cost associated with the fair value of stock option grants or shares sold to
employees under the Employee Stock Purchase Plan has been recognized in the Company’s financial
statements. Had compensation cost for the Company’s stock-based compensation plans been recognized
consistent with the fair value method of SFAS No. 123, the Company’s net loss and net loss per basic and
diluted share would have been reduced to the pro forma amounts indicated below:

Years Ended January 31,

2004 2003 2002
Netloss,asreported. ...t $(24,053) $(38,405) § (3.706)
Deduct: Total stock-based employee compensation expense
under fair value based method of all awards, net of tax
effects ... o (13,326)  (12,301) (7,109)
Proformamnetloss.......... ... .. .. . i i $(37,379) $(50,706) $(10,815)
As reported
Basic. ... $ (89 $ (1.37) $ (.12)
Diluted . ... ... $ (.89 $ (1.37) $  (.12)
Pro forma
Basic. ... $ (1.3%8) $ (1.80) $ (.36)
Diluted . ...... ... $ (1.38) $ (1.80) $§ (.36)




COMPUTER NETWORK TECHNOLOGY CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Weighted average fair value of stock-based awards granted at fair market value during:

Fiscal 2000 . .. o $4.83
Fiscal 2002 . . . oo $6.25
Fiscal 2000 . . . e $7.26

In determining the compensation cost of stock option grants and shares sold to employees under the
employee stock purchase plan, as specified by SFAS No. 123, the fair value of each award has been
estimated on the date of grant using the Black-Scholes option pricing model. The weighted average
assumptions used in these calculations are summarized below:

Years Ended January 31,
2004 2003 2002

Risk free interest rate .. ... ..ottt 297% 371% 4.51%

Expected life .. ... 5.73 5.68 5.73

Expected volatility. . ... 94.59% 87.29% 86.88%
Reclassifications

Certain prior year amounts have been reclassified to conform to the current year presentation.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the
financial statements, and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from these estimates.

Estimates that could significantly affect the results of operations or financial condition of the
Company include the determination of the valuation of the deferred tax asset, recoverability of goodwill,
valuation of accounts receivable and valuation of inventory. Further discussion on these estimates can be
found in related disclosures elsewhere in these notes to the consolidated financial statements.

Net Income (Loss) Per Share

Basic net income (loss) per share is computed based on the weighted average number of common
shares outstanding, while diluted net income per share is computed based on the weighted average number
of common shares outstanding plus potential dilutive shares of common stock. Potential dilutive shares of
common stock include stock options which have been granted to employees and directors, awards under
the employee stock purchase plan and common shares issuable upon conversion of the Company’s
outstanding convertible subordinated debt. Net loss per basic and diluted share is based on the weighted
average number of common shares outstanding. Potential dilutive shares of common stock have been
excluded from the computation of net loss per share due to their anti-dilutive effect.

Comprehensive Income (loss)

Comprehensive income (loss) consists of the Company’s net income (loss), foreign currency
translation adjustment and unrealized gains and losses from available-for-sale securities and is presented in
the consolidated statement of shareholders’ equity.
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New Accounting Pronouncements

On December 24, 2003, the Financial Accounting Standards Board (the “FASB”) issued
Interpretation (“FIN”’) No. 46R “Consolidation of Variable Interest Entities”. FIN No. 46R replaces
Interpretation No. 46, “Consolidation of Variable Interest Entities” FIN 46, which was issued on
January 17, 2003. FIN No. 46R provides guidance on identification of entities for which control is
achieved through means other than through voting rights called “variable interest entities or “VIEs” and
how to determine when and which business enterprise should consolidate the VIE (the “primary
beneficiary”’). This new model for consolidation applies to an entity in which either (1) the equity
investors (if any) do not have a controlling financial interest or (2) the equity investment at risk is
insufficient to finance that entity’s activities without receiving additional subordinated financial support
from other parties. In addition, FIN 46R requires that both the primary beneficiary and all other
enterprises with a significant variable interest in a VIE to make additional disclosures. The adoption of
FIN No. 46R did not have material effect on our financial statements.

In December 2002, the EITF reached a consensus on EITF 00-21, Revenue Arrangements with
Multiple Deliverables. This Issue addresses certain aspects of the accounting by a vendor for arrangements
under which it will perform multiple revenue-generating activities. In some arrangements, the different
revenue-generating activities (deliverables) are sufficiently separable and there exists sufficient evidence of
their fair values to separately account for some or all of the deliverables (that is, there are separate units
of accounting). In other arrangements, some or all of the deliverables are not independently functional, or
there is not sufficient evidence of their fair values to account for them separately. This Issue addresses
when and, if so, how an arrangement involving multiple deliverables should be divided into separate units
of accounting. This Issue does not change otherwise applicable revenue recognition criteria. The guidance
in this Issuc was effective for revenue arrangements entered into by us after July 31, 2003. The adoption of
EITF 00-21 did not have a material effect on the Company’s financial statements.

In April 2003, the FASB issued SFAS No. 149, Amendment of Statement No. 133 on Derivative
Instruments and Hedging, which amends and clarifies financial accounting and reporting for derivative
instruments. The adoption of SFAS No. 149 in June of 2003 did not have an effect on the Company’s
consolidated financial statements.

On May 15, 2003, the Financial Accounting Standards Board issued SFAS No. 150, Accounting for
Certain Financial Instruments with Characteristics of Both Liabilities and Equity. The statement requires
issuers to classify as liabilities (or assets in some circumstances) three classes of freestanding financial
instruments that embody obligations for the issuer. The adoption of SFAS No. 150 effective August 1,
2003 did not have an effect on the Company’s consolidated financial statements.

In December 2003, the SEC issued Staff Accounting Bulletin (“SAB”) No. 104, Revenue
Recognition, which supersedes SAB No. 101, Revenue Recognition in Financial Statements. SAB No. 104
rescinds accounting guidance in SAB No. 101 related to multiple-element arrangements as this guidance
has been superseded as a result of the issuance of EITF 00-21, Accounting for Revenue Arrangements
with Multiple Deliverables. The adoption of SAB No. 104 did not have a material impact on the
Company’s consolidated financial statements.
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(2) Acquisitions
Inrange

On April 6, 2003, the Company entered into an agreement whereby a wholly owned subsidiary of the
Company would acquire all of the shares of Inrange Corporation that were owned by SPX Corporation.
The shares to be acquired constituted approximately 91% of the issued and outstanding shares of Inrange
for a purchase price of approximately $2.31 per share and approximately $173,000,000 in the aggregate.
On May 5, 2003 the Company completed the acquisition of Inrange and pursuant to the agreement the
subsidiary merged into Inrange, and the remaining capital stock owned by the other Inrange shareholders
was converted into the right to receive approximately $2.31 per share in cash, resulting in a total payment
of approximately $190,000,000 for both the stock purchase and merger.

The Company acquired Inrange to significantly broaden its portfolio of storage networking products
and solutions, particularly in the area of Fibre Channel and FICON switching, increase its global size and
scope, and expand its customer base. Management believes the acquisition provides the Company with
significant revenue growth and cost reduction synergies. Management believes the integration of the two
companies completed in fiscal 2003, will result in over $20,000,000 in annualized cost savings.

The acquisition was accounted for as a purchase and the consolidated financial statements of the
Company include the results of Inrange since May 3, 2003. The purchase price was allocated to the fair
value of the assets and liabilities acquired as follows:

Purchase Price:

Cash paid . .. ... .. $190,526
Value of stock option grants ........... ..ottt 10,286
TransaCtion COSTS . . . ..ttt ettt e e e e 3,347
Total purchase consideration paid........ ... ... .. . i $204,159
Fair Value of Assets Acquired and Liabilities Assumed:
Cash $ 41,088
Accounts receivable .. ... .. 34,542
InVentOTY .« .ot 12,036
Property and equipment . ... ... ... 22,538
Field Support Spares .. ...ttt e 7,757
Developed technology ... ... 20,248
CUStOmET LISt . oo 15,294
Trademarks . ... .. 1,234
In-process research and development .. ............ . . 19,706
GoodWill . . .. e 87,016
Deferred taxes . . ...t 75
OheT ASSES . . ottt 6,227
Accounts payable ......... ... ... . el PR (10,788)
ACCTUEA EXPENSES . . .t v i et ettt et e e e e e (31,870)
Deferred revenue . . .. ..ottt (20,944)
Total purchase consideration paid. .. ... ... ...t $204,159
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As part of the Inrange acquisition, the Company assumed the 2000 Inrange stock compensation plan
which provides for the issuance of up to 3,782,993 shares of the Company’s common stock. The plan
provided for the conversion of pre-existing Inrange stock options into company stock options. The options
granted under the 2000 Inrange stock compensation plan were valued at $10,286,000 using the Black-
Scholes option-pricing model. The amount was deemed to be part of the Inrange purchase price and was
recorded as additional paid-in capital.

The intangible assets acquired included developed technology, customer list and trademarks valued at
$20,248,000, $15,294,000 and $1,234,000, respectively. The developed technology, customer list and
trademarks are being amortized on a straight-line basis over periods of approximately five years, seven
years and five years, respectively. Goodwill resulting from the acquisition of $87,016,000 is deductible for
income tax purposes.

The Company has allocated $19,706,000 of the Inrange purchase price to acquired in-process research
and development to reflect the value of new Fibre Channel switching technology that was approximately
50% complete at the time of acquisition. At the date of acquisition, the technological feasibility of the new
Fibre Channel switching technology had not been attained and the technology had no alternative future
use. The new Fibre Channel switching technology is projected to have significantly greater functionality
and port density when compared to other Fibre Channel technology currently available in the marketplace.
The allocation to in-process research and development was based on an independent third party appraisal
that utilized the excess earnings approach. Significant assumptions used in the third party appraisal include
the cost to complete the project, and the projected revenue and expense generated over the estimated life
cycle of the new Fibre Channel switching technology.

A significant part of our integration strategy related to the Inrange acquisition, included the
termination of duplicative employees across most functional areas, and the closing of duplicative facilities
to obtain cost synergies. Integration planning was initiated prior to the closing of the acquisition. Severance
costs for terminated Inrange employees were treated as an acquired liability, effectively increasing the
purchase price. Severance costs for terminated CNT employees were recorded as an expense in the
accompanying statement of operations. The integration plan resulted in the termination of 165 employees,
including employees of both CNT and Inrange. The duplicative facilities that were closed were part of the
pre-acquisition Inrange business, and the accrual for future rents associated with these facilities was
treated as an acquired liability, effectively increasing the purchase price. The integration of product
strategies for the new combined entity resulted in a $1,607,000 charge for the write-down of inventory that
CNT had purchased prior to the acquisition. There have been no subsequent sales of this inventory.

A summary of severance and facility accrual activity follows:
Obligation Utilization Ending Balance

Inrange severance ........... ... i $4,583 $4,300 $ 283
CNT SEVETANCE . . o vttt et $1,440 $1,206 $ 234
Duplicative facilities ............... ... .. ........... $7,441 $1,867 $5,574
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The CNT related charge for the write-down of inventory is reflected in fiscal 2003 cost of product

sold. The CNT related charge for severance are reflected in the accompanying consolidated statement of
operations for fiscal 2003 as follows:

Amount

Cost of product Sales . ... ..ottt $ 545
Cost Of SETVICE 88 . . ..ot e $ 199
Sales and marketing ... ...t e $ 608
Engineering and development . ... ... . e $ 52
General and administrative . ........ .. $ 36
TOtal L $1,440

The following table presents the unaudited pro forma consolidated results of operations of the
Company for the fiscal years ended January 31, 2004 and 2003 as if the acquisition of Inrange took place
on February 1, 2003 and 2002, respectively:

Pro Forma Year Ended

January 31,
2004 2003
Total revenue .. ... e $401,039  $435,099
Net loss before cumulative effect of change in accounting principle . . . . .. $(11,815) $(43,876)
N 0SS . v vttt e $(11,815) $(53,944)
Net loss pershare ... ...t i e $ (44) § (1.92)

The pro forma results include amortization of the customer list, developed technology and trademarks
presented above. The unaudited pro forma results do not include the $19,706,000 charge for in-process
research and development related to the Inrange acquisition. The unaudited pro forma results are for
comparative purposes only and do not necessarily reflect the results that would have been recorded had the
acquisition occurred at the beginning of the period presented or the results which might occur in the
future.
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Bl-Tech

On June 24, 2002, the Company acquired all the outstanding stock of BI-Tech, a leading provider of
storage management solutions and services, for $12,000,000 in cash plus the assumption of approximately
$3,600,000 of liabilities and the acquisition of approximately $8,700,000 of tangible assets. The Company
has allocated $6,544,000, $1,125,000 and $250,000 of the purchase price to goodwill, customer list and
non-compete agreements, respectively. The customer list and non-compete agreements are currently being
amortized over periods of ten and two years, respectively. The accompanying financial statements include
the results of BI-Tech since June 24, 2002.

The following table presents the unaudited pro forma consolidated results of operations of the
Company for the years ended January 31, 2003 and 2002 as if the acquisition of BI-Tech had taken place
on February 1, 2002 and 2001, respectively:

Pro Forma Years Ended

January 31,
2003 2002
Total TEVENUE . ..ottt $223,470  $216,626
Net loss before cumulative effect of change in accounting principle .. .. .. $(25,942) $ (2,601)
=1 10 1P $(36,010) $ (2,601)
Net loss per share . ...t $ (1.28) $ (09

The pro forma results include amortization of the customer list and non-compete agreement presented
above. The unaudited pro forma results are for comparative purposes only and do not necessarily reflect
the results that would have been recorded had the acquisition occurred at the beginning of the period
presented or the results which might occur in the future.

The original purchase agreement required payments of additional consideration to the former
stockholders and the BI-Tech employees based on achievement of certain earnings for each of the two
years beginning July 1, 2002. A modification to the purchase agreement was made during the second
quarter of fiscal 2003, whereby the first earn out period ended April 30, 2003. It also guarantees the
former stockholders 2 minimum payment for the second earn out period, which ends June 30, 2004, of at
least $3,868,000. The portion payable to the former stockholders is recorded as goodwill. The portion
payable to BI-Tech employees is recorded as compensation expense. During the fiscal year 2003 an
additional $4,100,000 was added to goodwill and $312,000 was recorded as compensation expense.
Goodwill and compensation expense recorded under this earn out agreement since July 1, 2002 totaled
$7,735,000 and $1,056,000, respectively.
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Articulent

On April 3, 2001 the Company acquired all of the outstanding stock of Articulent Inc., a privately
held, leading provider of storage solutions and services for $12,360,000 in cash, plus the assumption of
approximately $24,394,000 of liabilities and the acquisition of approximately $19,333,000 of tangible assets.
The acquisition was accounted for as a purchase and the consolidated financial statements of the Company
include the results of Articulent since April 3, 2001. The purchase price was allocated to the fair value of
the assets and liabilities acquired as follows:

Purchase Price:

Cash paid. ... $ 12,360
Fair Value of Assets Acquired and Liabilities Assumed:
. -1 I $ 624
Accounts TeCeivable ... ... .. e 10,287
IV n Ty ..o e 4,446
Fixed assets . .ot 3,393
Customer LISt . ... oo e 505
GoodWill. ... 13,809
Deferred taxes . ... o 3,107
Other a8t . .. oo 583
Accounts payable .. ... (18,302)
ACCTUEA EXPEISES . vttt et ettt e e e e e e e e (2,324)
Note payable . ... ... (3,768)
Total purchase consideration .. .......... ... i, $ 12,360
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(3) Marketable Securities

The Company’s investments in marketable securities are summarized as follows:

January 31,
2004 2003
Available-for-Sale:
Bank certificates of deposit....... ... ... $ 750 §$ —
U.S. government and agency securities . ...t — 40,868
Corporate debt SECUTIties. .. ... ...ttt — 68,816
Corporate equity SECUTITIES . . ...ttt e 533 1,051
1,283 110,735
. " Trading:
C Mutual funds .. 936 —
Standard & Poors 500 stock price index fund ...... ... .. ... Lo —_ 149
NASDAQ 100 tracking stock ..... ... ... ... i, — 259

$2,219  $111,143

The amount of gross unrealized gains with respect to investments in available-for-sale securities at
January 31, 2004 and 2003 was $0 and $1,468,000, respectively. The amount of gross unrealized losses
with respect to investments in available-for-sale securities at January 31, 2004 and 2003 was not
significant. The Company had gross realized gains and losses from the sale of available-for-sale securities
in fiscal 2003 of $1,041,000 and $294,000, respectively. The Company realized a loss of $8,747,000 in fiscal
2001 from the sale of 232,511 shares of webMethods stock received in connection with the sale of
IntelliFrame (see note 7 to the consolidated financial statements). An additional loss of $1,536,000 was
realized in fiscal 2001 when the remaining 41,031 shares of webMethods stock received in connection with
the sale of IntelliFrame experienced a decline in value that was determined to be other than temporary,
resulting in a write-down of the shares. The Company realized no other significant gains or losses with
respect to available-for-sale securities during fiscal 2002 and 2001.

Proceeds from the sale of available-for-sale securities in fiscal 2003, 2002 and 2001 were
$182,457,000, $34,373,000 and $47,723,000, respectively. At January 31, 2004, investments in availa-
ble-for-sale securities with contractual maturities of less than twelve months totaled $750,000.

The Company’s trading securities consist of various mutual fund investments. The Company intends
to use any gain or loss from these investments to fund the investment gains or losses allocated to
participants under the Company’s executive deferred compensation plan. The amount of unrealized holding
gains and (losses) with respect to trading securities included in net income (loss) for fiscal 2003, 2002 and
2001 was $78,000, ($132,000) and ($266,000), respectively.
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(4) Components of Selected Balance Sheet Accounts

Accounts receivable:
Accounts receivable . . ...
Less allowance for doubtful accounts and sales returns. .......................

Inventories:
Components and subassemblies . ......... ..
W OTK I PrOCESS .« vt vttt e e e e e e e
Finished goods . ... ... e

Property and equipment:
Land ...
Machinery and equipment . ........ ... .. i
Office and data processing equipment . ........ .. i
Furniture and fixtures . ....... ... i
Leasehold improvements . .. ... ittt

Less accumulated depreciation and amortization. ............................

Field support spares:
Field support SPares . . .. ..o ottt e
Less accumulated depreciation . . ... i

Accrued liabilities:
COmMPENSAION .« o o vttt e e e e e e e
INCOmME 1aKES .ottt e
Iterest . o
Product warranty .......... .
BI-Tech earn-0ut ... ..ot e e e
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January 31,
2004 2003
$104,471  $58,456
4,656 2,416
$ 99,815  $56,040
$ 14,311  $16,918
4,015 306
11,650 6,867
$ 29,976  $24,091
$ 1,226 $ 1,226
66,516 47,841
31,271 23,574
5,284 4,299
4,564 2,849
108,861 79,789
68,548 57,223
$ 40,313  $22,566
$ 21,767  $28,191
9,816 22,182
$ 11,951 § 6,009
$ 18,199  $10,817
4,482 1,697
1,676 1,731
2,348 1,521
3,866 4,380
5,574 —
7,588 4914
$ 43,733  $25,060
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(5) Cumulative Effect of Change in Accounting Principle

In June 2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial
Accounting Standard (SFAS) No. 141, Business Combinations, and SFAS No. 142, Goodwill and Other
Intangible Assets. SFAS No. 141 requires use of the purchase method of accounting for all business
combinations initiated after June 30, 2001. SFAS No. 141 also provides new criteria in the determination
of intangible assets, including goodwill acquired in a business combination, and expands financial disclosure
concerning business combinations consummated after June 30, 2001. SFAS No. 142 requires that goodwill
and intangible assets with indefinite useful lives no longer be amortized but instead be tested for
impairment at least annually using a two-step impairment test. The application of SFAS No. 141 did not
affect previously reported amounts included in goodwill and other intangible assets.

Effective February 1, 2002, the Company adopted SFAS No. 142, which provides a six-month
transitional period from the effective date of adoption for the Company to perform an assessment of
whether there is an indication of gocdwill impairment. The Company tested its reporting units for
impairment by comparing fair value to carrying value. Fair value was determined using a discounted cash
flow and cost methodology. The Company engaged a third-party appraisal firm to determine the fair value
of a reporting unit within its former Storage Solutions segment. This valuation indicated that the goodwill
associated with the acquisition of Articulent in April of 2001 was impaired. The performance of this
business had not met management’s original expectations, primarily due to the unexpected global slow
down in capital spending for information technology equipment. Accordingly, a non-cash impairment
charge of $10,068,000 from the adoption of SFAS No. 142 was recognized as a cumulative effect of
change in accounting principle in the first quarter ended April 30, 2002.

(6) Goodwill and Intangible Assets

As described previously, the Company adopted SFAS No. 142 as of February 1, 2002. The following
table reflects the consolidated results adjusted as if the adoption of SFAS No. 142 occurred as of the
beginning of the year ended January 31, 2001:

Years Ended January 31,

2004 2003 2002
Netloss,asreported. ... ..ot i $(24,053) $(38,405) $(3,706)
Add back amortization of goodwill ........ .. ... ... . ... — — 624
Netloss,asadjusted. ............... ... ... ... ..... $(24,053) $(38,405) $(3,082)
Basic loss, per share, as reported. . ............. ... .. .. .... $ (89 § 137y $ (12)
Add back amortization of goodwill . ....................... — — .02
Basic loss per share, as adjusted . ................. ... .. $ (89 $ (1.37) $ (.10)
Diluted loss, per share, asreported .. ...................... $ (89 § (1.37) $§ (.12)
Add back amortization of goodwill ........................ — — 02
Diluted loss per share, as adjusted ...................... $ (8 $ (1.3 § (.10)
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The change in the net carrying amount of goodwill for the years ended January 31, 2004 and 2003

was as follows:
Years Ended January 31,

2004 2003
Beginning of year. ... ... $ 14,113 §$ 14,070
Acquisition of INrange . ... ..ot 87,016 —
Additional purchase price consideration for BI-Tech ................ 4,100 10,177
Goodwill Impairment . ...t e (204) —
Translation adjustment ......... ... . . . .. . 178 (66)
Cumulative effect of change in accounting principle ................. — {10,068)
End of year. ... o $105,203 § 14,113

The components of other amortizable intangible assets as of January 31, 2004 and 2003 were as
follows:

January 31, 2004 January 31, 2003
Gross Carrying Accumulated  Gross Carrying Accumulated Weighted Average
Amount Amortization Amount Amortization Life (in years)

Customer lists .......... $16,924 $(1,883) $1,630 $(161) 7.3
Trademarks............. 1,234 (185) — — 5.0
Developed technology . ... 20,248 (3,165) — — 4.8
Non-compete agreements 250 (198) 250 (50) 2.0

Total ..o $38,656 $(5,431) $1,880 $(211) 59

Total other intangible

assets, net .......... $33,225 $1,669

Amortization expense for intangible assets for the year ended January 31, 2004 was $5,220,000.
Amortization expense is estimated to be $6,889,000 in fiscal 2004, $6,815,000 in fiscal 2005 and fiscal
2006, $6,205,000, in fiscal 2007 and $3,222,000 in fiscal 2008.

During the fourth quarter of fiscal 2003, the Company recorded a charge of $204,000 for goodwill
impairment related to the closing of a small sales subsidiary in Europe. The subsidiary was operated as a
stand-alone business, and the impairment charge represents the amount of goodwill resulting from the
acquisition of the business in fiscal 2002.
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(7) Discontinued Operations

Propelis Software, Inc. formerly known as the Enterprise Integration Solutions Division, including
IntelliFrame, developed and sold EAI software that automates the integration of computer software
applications and business workflow processes. In August 2000, the Company determined to divest Propelis
Software, Inc. and focus on its core storage networking business. As a result, Propelis Software, Inc. has
been accounted for as a discontinued operation in the accompanying financial statements.

In February 2001, the Company sold all of the outstanding stock of IntelliFrame Corporation,
including the technology underlying the Propelis BPm™ product, to webMethods, Inc. for $8,800,000 in
cash and 273,542 shares of webMethods common stock. The stock received from webMethods, Inc. was
valued at $17,058,000. In connection with this transaction, the Company paid $3,000,000 to two
employees, who were former sharcholders of IntelliFrame, to satisfy all obligations to make further bonus
payments under their employment agreements. The sale resulted in an after tax gain of $12,620,000 in the
first quarter of fiscal 2001.

In the first quarter of fiscal 2001, the Company accrued $9,250,000 for the estimated future operating
losses of Propelis Software, Inc. through the potential date of divestiture, resulting in an after tax loss of

$6,197,000.

In August 2001, the Company sold substantially all of the remaining assets and liabilities of Propelis
Software, Inc. to Jacada Ltd. for $6,000,000 in cash, plus a warrant to purchase 350,000 ordinary shares of
Jacada Ltd. stock at a price of $3.26 per share. The final sales price was subject to adjustment based on
the closing balance sheet of Propelis. The transaction resulted in an after tax gain of $1,799,000 in the
third quarter of fiscal 2001.

In fiscal 2002, the Company received $207,000 of royalty income, net of tax, related to the
discontinued operations sold in fiscal 2001.

In fiscal 2003, the Company recognized $715,000 of income from discontinued operations related to
the reversal of an accrual for an abandoned facility which was subleased in fiscal 2003. This facility was
previously used by Propelis Software which the Company accounted for as a discontinued operation.

(8) Leases

The Company leases all office and manufacturing space and certain equipment under noncancelable
capital and operating leases. At January 31, 2004 and 2003, leased capital assets included in property and
equipment were as follows:

January 31,
2004 2003
Property and equipment;
Office and data processing eqUIPmMENt . . ......ovvvrvrir e, $2,498  $3,345

Less accumulated amortization . ... ... ... .. 247 2,304

$2,251  $1,041
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Future minimum lease payments, excluding executory costs such as real estate taxes, insurance and
maintenance expense, by year and in the aggregate are as follows:

Minimum Lease
Commitments

Capital Operating

Year Ending January 31,

2005 e $1,950  $10,752
2006 .. 1,950 8,475
2007 1,725 7,566
2008 e 1,189 6,861
2000 . — 6,686
Thereafter . . ... — 8,554
Total minimum lease payments . ...........c. i, 6,814  $48,894
Less amounts representing interest at rates ranging from 6.13% to 10.93% ... _ (727)

Present value of minimum capital lease payments ....................... 6,087

Less current installments .............. .. ... . _1,619
Obligations under capital lease, less current installments .................. $4,468

Rent expense under non-cancelable opereiting leases, exclusive of executory costs, for fiscal 2003, 2002
and 2001 was $8,405,000, $6,244,000 and $5,857,000, respectively.

(9) Convertible Subordinated Debt Offering

In February 2002, the Company sold $125,000,000 of 3% convertible subordinated notes due
February 15, 2007, raising net proceeds of $121,639,000. The notes are convertible into the Company’s
common stock at a price of $§19.17 per share. The Company may redeem the notes upon payment of the
outstanding principal balance, accrued interest and a make whole payment if the closing price of its
common stock exceeds 175% of the conversion price for at least 20’ consecutive trading days within a
period of 30 consecutive trading days ending on the trading day prior to the date the redemption notice is
mailed. The make whole payment represents additional interest payments that would be made if the notes
were not redeemed prior to the due date.

In January 2004, the Company entered into an interest-rate swap agreement with a notional amount
of $75,000,000 that has the economic effect of modifying that dollar portion of the fixed interest
obligations associated with $75,000,000 of its 3% convertible subordinated notes due February 2007 such
that the interest payable effectively becomes variable based on the three month LIBOR plus 69.5 basis
points. The payment dates of the swap are January 31st, April 30th, July 31st and October 31st of each
year, commencing April 30, 2004, until maturity on February 15, 2007. The initial LIBOR setting for the
swap is 1.15%, creating a combined effective rate of approximately 1.845%, which is effective until
April 30, 2004, The swap was designated as a fair value hedge, and as such, the gain or loss on the swap,
as well as the fully offsetting gain or loss on the notes attributable to the hedged risk, were recognized in
earnings. As part of the agreement, the Company is also required to post collateral based on changes in
the fair value of the interest rate swap. This collateral, in the form of restricted cash, was $1,725,000 at
January 31, 2004. The Company could incur charges to terminate the swap in the future if interest rates
rise, or upon certain events such as a change in control or certain redemptions of convertible subordinated
notes.
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(10) Shareholders’ Equity
Common Stock and Convertible Subordinated Debt Repurchase

In April 2001, the Company’s board of directors authorized the repurchase of up to $50,000,000 of its
common stock. Subsequent to April 2001, the Company’s board of directors modified the authorization so
that the remaining balance of the initial $50,000,000 authorization can be used for the repurchase of either
debt or stock. No common stock or debt was repurchased in fiscal 2003. During fiscal 2002 and 2001,
pursuant to this authorization, the Company repurchased 4,045,000 and 90,000 shares of its common stock
for $32,205,000 and $787,000, respectively.

Rights Plan

On July 24, 1998 the Company’s board of directors adopted a shareholders rights plan pursuant to
which rights were distributed as a dividend at the rate of one preferred share purchase right for each
outstanding share of common stock of the Company. The rights will expire on July 23, 2008 unless
extended, earlier redeemed or exchanged by the Company.

Stock Options and Restricted Stock

The Company maintains stock option and restricted stock plans (the Plans) which provide for the
grant of stock options, restricted stock and stock based awards to officers, other employees, consultants,
and independent contractors as determined by the compensation committee of the board of directors. A
maximum of 18,062,993 shares of common stock were issuable under the terms of the Plans as of
January 31, 2004, of which no more than 7,994,050 shares may be issued as restricted stock or other stock
based awards. As of January 31, 2004, there were 4,653,186 shares of common stock available for future
grants under these plans.

Restricted stock issued under the Plans is recorded at fair market value on the date of grant and
generally vests over a two to four year peried. Vesting for some grants may be accelerated if certain
performance criteria are achieved. Compensation expense is recognized over the applicable vesting period.
During fiscal 2003, 2002 and 2001, the Company issued 25,000, 5,000 and 106,000 restricted shares,
respectively, having an aggregate weighted fair market value per share of $7.33, $14.15 and $10.63,
respectively. Compensation expense recognized for restricted shares in fiscal 2003, 2002 and 2001 was
$503,000, $722,000 and $568,000, respectively.

All stock options granted under the Plans have an exercise price equal to fair market value on the
date of grant, vest and become exercisable over individually defined periods, generally four years, and
expire ten years from the date of grant.
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A summary of the status of the Company’s outstanding stock options and related changes for fiscal
2003, 2002 and 2001 is presented below:

Years Ended January 31,

2004 2003 2002

Weighted Weighted Weighted

Average Average Average

Exercise Exercise Exercise
Options Shares Price Shares Price Shares Price
Outstanding at beginning of year... 7,517  $10.87 5,753  $11.99 4,655  §$13.45
Converted Inrange options ........ 2,235 35.72 — — — —
Granted........................ 2,279 6.58 2,970 8.52 2,666 9.71
Exercised ...................... (247) 5.89 (231) 5.26 (549) 7.61
Canceled . ......oovveirei... (1,022) 1655  (975) 1159  (1,019) 1530
Outstanding at end of year ... ..... 10,762  $14.49 7,517  $10.87 5,753  $11.99
Exercisable at end of year ........ 6,072 $19.25 3,028 $11.80 2,107 $11.01

The following table summarizes information about stock options outstanding at January 31, 2004:

Options Outstanding Options Exercisable
Weighted-
Average

Remaining Weighted- Weighted-

Contractual Average Average
Range of Number Life Exercise Number Exercise
Exercise Prices QOutstanding (in years) Price Exercisable Price
$363—$499................ 1,459 7.4 $ 4.57 511 $ 4.39
$500—$799 ...l 3,014 . 19 $ 6.63 1,168 $ 6.23
$800—3%$999......... ..., 1,757 6.7 $ 898 1,019 $ 9.06
$10.00 —$11.99 .........on.... 1,263 7.8 $11.09 452 $10.79
$12.00 —$20.99 .......... . ..... 1,053 6.1 $15.99 796 $15.95
$21.00 —$37.99 ... 846 5.3 $22.86 756 $22.77
$38.00 — $66.29 ................ 1,370 6.0 $46.26 1,370 $46.26

10,762 6,072

Employee Stock Purchase Plan

The 1992 Employee Stock Purchase Plan (the Purchase Plan) allows eligible employees an
opportunity to purchase an aggregate of 2,800,000 shares of the Company’s common stock at a price per
share equal to 85% of the lesser of the fair market value of the Company’s common stock at the beginning
or the end of each six-month purchase period. Under the terms of the Purchase Plan, no participant may
acquire more than 5,000 shares of the Company’s common stock or more than $7,500 in aggregate fair
market value of common stock (as defined) during any six-month purchase period. Common shares sold
to employees under the Purchase Plan in fiscal 2003, 2002 and 2001 were 283,497, 346,982 and 163,705,
respectively.

The weighted-average fair value of each purchase right granted in fiscal 2003, 2002 and 2001 was
$2.72, $4.41 and $7.34, respectively.
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(11) Net Loss Per Share

The components of net loss per basic and diluted share are as follows:

Weighted
Average Shares Per Share
Net loss Outstanding Amount
Years Ended January 31,
2004:
Basic ... $(24,053) 27,116 $ (.89)
Dilutive effect of employee stock purchase
awards and options and shares issuable upon
the conversion of convertible subordinated
debt ... — — —
Dilute....... ... $(24,053) 27,116 $ (.89)
2003
Basic ... $(38,405) 28,111 $(1.37)
Dilutive effect of employee stock purchase
awards and options and shares issuable upon
the conversion of convertible subordinated
debt ... — — —
Diluted.......... ... ... ... ... $(38,405) 28,111 $(1.37)
2002:
Basic ....... e $ (3,706) 29,892 $ (12)
Dilutive effect of employee stock purchase
awards and options and shares issuable upon
the conversion of convertible subordinated
debt ... — — —
Diluted........... ... .. .. $ (3,706) 29,892 $ (.12)

The total weighted average number of common stock equivalents excluded from the calculation of net
loss per share due to their anti-dilutive effect for fiscal 2003, 2002 and 2001 was 1,420,456, 567,761 and
1,292,016, respectively. The Company also excluded 6,521,900 shares of common stock issuable upon
conversion of the Company’s convertible subordinated debt from the calculation of net loss per share in
fiscal 2003 and 2002 due to the anti-dilutive effect of the assumed conversion.
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(12) Income Taxes

The components of income from continuing operations before income taxes and income tax expense
(benefit) for each of the years in the three-year period ended January 31, 2004 consists of the following:

Years Ended January 31,

2004 2003 2002
Loss from continuing operations before income taxes:
U S, $(21,739) $(12,657) $(17,756)
Foreign . ... e (2,404) 640 536
Total ..o $(24,143) $(12,017) $(17,220)
Income tax provision:
Current:
U S i $ — 3 — 3 —
Foreign ... ... .. 1,473 533 284
State . . — — —
Total current . ... ... ... ... .. 1,473 533 284
Deferred:
U S 565 15,361 (5,198)
Foreign . ... e (1,413) — —
State . e — 633 (378)
Total deferred .......... ... ... ool (848) 15,994 (5,576)
Total income tax expense (benefit) ...................... $ 625 $ 16,527 § (5,292)

The reconciliation of the statutory federal tax rate and the effective tax rate for each of the years in
the three-year period ended January 31, 2004 is as follows:
Years Ended January 31,

2004 2003 2002

Statutory tax TAte . ... ..ttt ittt et (34.0)% (34.0)% (34.0)%
Increase (decrease) in taxes resulting from:

State taxes, net of federal tax benefit . ......................... (3.2) (3.5) (3.3)

Extraterritorial income and foreign sales corporation ............. (.6) (.8) (.5)

Meals and entertainment .. ........... ... . ... i, .6 .6 .6

Valuation allowance ............ oottt 39.5 177.5 4.8

Other .o e 3 2.3) 1.7
Total oo e 26% 137.5% (30.7)%
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The tax effects of temporary differences that give rise to significant portions of the Company’s
deferred tax assets and (liabilities) as of January 31, 2004 and 2003 were as follows:

Years Ended January 31,

2004 2003
Deferred tax assets: ‘
IOVENIOTY . . o o $ 12,473 $ 4,099
Accrued COmMPEnSation . ... ... ...t 1,726 1,111
Reserves for bad debts and sales returns. .. ............oovin.. 1,644 867
Intangibles ... ... . e 7,409 —
Tax credits . ... 6,545 3,655
Net operating loss carryforwards .............. ... . ... 14,643 14,596
Property and equipment ........... . .. 1,617 —
Write down of webMethods stock . ......... . ... ... ... ... ... — 1,133
O heT . 240 590
Total gross deferred tax assets ..ottt iiinnnenin, 46,297 26,051
Valuation allowance . . ... ... ..ttt (44,591) (24,808)
Net deferred tax assets ...........c ... 1,706 1,243
Deferred tax liabilities:
Property and equipment ............ ... — (166)
~ Unrealized gains on marketable securities ........................ — (565)
Other . (834) (1,053)
Total gross deferred tax liabilities ................. ... .. ....... (834) {1,784)
Net deferred tax assets (liabilities) ........................ $ 872 $ (541

The valuation allowance for deferred tax assets as of January 31, 2004 and 2003 was $44,591,000 and
$24,808,000, respectively. The net change in the total valuation allowance for the years ended January 31,
2004 and 2003 was an increase of $19,783,000 and $23,568,000, respectively. The increase in the valuation
allowance during fiscal 2003 includes $10,198,000 related to the acquisition of Inrange.

Significant management judgment is required in determining the valuation allowance recorded against
net deferred tax assets. The Company assesses the likelihood that its deferred tax assets will be recovered
from future taxable income and to the extent recovery is believed unlikely, establishes a valuation
allowance. The Company must increase tax expense within its statements of operations when a valuation
allowance is established or increased in a given period.

In fiscal 2002, the Company recorded a non-cash charge of $23,568,000 to provide a valuation
allowance for its United States deferred tax assets. As the Company generates taxable income in future
periods, it does not expect to record significant income tax expense in the United States until it becomes
more likely than not that the Company will be able to utilize the deferred tax assets, and therefore reduce
its valuation allowance. The establishment of the valuation allowance does not impair the Company’s
ability to use the deferred tax assets upon achieving profitability. The deferred tax asset/liability that still
exists is attributable to foreign operations.

As of January 31, 2004, the Company has U.S. federal net operating loss and credit carry-forwards
available to reduce taxable income in future years of approximately $38,734,000 and $6,545,000,
respectively. If not used, these federal net operating loss and credit carry-forwards will expire between the
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years 2019 and 2024. The utilization of a portion of the Company’s federal net operating loss and credit
carry-forwards is subject to annual limitations under Internal Revenue Code Section 382. Subsequent
equity changes could further limit the utilization of these federal net operating loss and credit carry-
forwards.

At January 31, 2004, there were approximately $4,000,000 of accumulated undistributed earnings of
subsidiaries outside the United States that are considered to be reinvested indefinitely. No deferred tax
liability has been provided on such earnings. If they were remitted to the Company, applicable
U.S. federal and foreign withholding taxes would be substaintially offset by available foreign tax credits.

In future years, the recognized tax benefits relating to the reversal of the valuation allowance for
deferred tax assets as of January 31, 2004 will be recorded as follows:

Total
Income tax benefit from continuing operations ........... ... i, $34,035
GoodWill . ... 10,198
Additional paid in capital. ... ... L 358
Total ......... e e $44,591

(13) Annual Bonus Plan

The Company’s Annual Bonus Plan provides a formula for determination of cash bonus payments to
eligible employees based on a defined percentage of a participant’s qualifying base compensation multiplied
by the Company’s annual bonus plan factor. The annual bonus plan factor is based on a chart outlining
payout percentages for achievement of defined levels of operating profit.

There was no annual bonus for fiscal 2003 and 2002. The annual bonus expense for fiscal 2001 was
$1,134,000.

(14) 401(k) and Deferred Compensation Plans

The Company has a 401 (k) salary savings plan which covers substantially all of its employees. The
Company matches 100% of a participant’s annual plan contributions up to an annual maximum per
participant of $2,500 which vests over a four-year period from the participant’s date of hire.

The Company has also established an executive deferred compensation plan for selected key
employees which allows participants to defer a substantial portion of their compensation each year. The
Company matches 20% of a participant’s annual plan contributions up to an annual maximum per
participant of $10,000. Matching contributions vest over a four-year period from the later of July 1, 1997
or the participant’s date of hire. In addition, the Company provides participants with an annual earnings
credit based on the investment indexes selected by the participant prior to the start of each plan year.

The Company’s expense under the 401 (k) and deferred compensation plans for fiscal 2003, 2002 and
2001 was $1,804,000, $1,674,000 and $1,969,000, respectively.
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(15) Segment and Enterprise-Wide Information

Summarized information regarding foreign operations follows:
Years Ended January 31,

Revenue Loss from Operations
2004 2003 2002 2004 2003 2002

United States ............ $238,944 $153,235 $140,667 $(22,243) $(12,333) $(13,102)
United Kingdom ......... 38,091 26,412 17,245 (1,766) 180 1,234
France .................. 10,392 6,072 6,327 43 (48) 73
Germany ................ 21,102 1,254 150 764 (190) (254)
Other................... 52,348 24,542 22,634 727 (495) (425)

Total ............... $360,877 $211,515 $187,023  $(22,475) $(12,886) $(12,474)

Long-lived assets (end of

period):
United States ............ $170,872 § 30,554 $ 43,897
United Kingdom ......... 17,246 13,709 693
Other................... 2,574 94 109

Total ............... $190,692 § 44,357 $ 44,699

Revenue has been attributed to the country where the end-user customer is located.

Summarized information regarding enterprise-wide revenue and gross margins from external
customers are as follows:

Years Ended January 31,

2004 2003 2002
Revenue:
Proprietary products .. .........cooiieiiiinaiiiaaa... $167,743  $ 94,561 § 92,034
Third party products . . ...... .. 72,096 50,794 37,242
Professional services ......... . i 45,631 22,831 12,915
Maintenance . .............ooveeiinnniin... PR 75,407 43,329 44,832
Total ... ... $360,877  $211,515  $187,023
Gross margins:
Proprietary products ... ... ..o $ 83,593 §$ 46,111 § 46,590
Third party products .. ....... ... o i 12,254 10,134 6,432
Professional services . ............o i 12,114 7,563 (1,490)
Maintenance .........c.. it 36,662 20,387 21,909
Total .. $144,623 $ 84,195 § 73,441

Gross margins represent the lowest available measure of enterprise-wide profitability by product line.
Assets are not allocated to product lines.

One customer accounted for 22% and 10% of the Company’s revenue in fiscal 2003 and 2002,
respectively. No single customer accounted for more than 10% of the Company’s revenue in fiscal 2001.
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(16) Product Warranty

The Company records a liability for warranty claims at the time of sale. The amount of the liability is
based on contract terms and historical warranty loss expenses, which is periodically adjusted for recent
actual experience. Warranty terms on the Company’s equipment range from 90 days to 13 months. The
following is a roll forward of the Company’s product warranty accrual for each of the years in the three-
year period ended January 31, 2004:

Balance at Charged to
Years Ended Beginning Acquisition Cost of Cost of Balance at
January 31, of Year of Inrange Product Warranty End of Year
2004 ... $1,521 1,709 2,713 (3,595) $2,348
2003 .. $1,935 — 2,429 (2,843) $1,521
2002 ... $1,629 — 2,836 (2,530) $1,935

(17) Fiscal 2002 and 2001 Restructuring Charges

In fiscal 2002, the Company recorded a $1,666,000 restructuring charge for severance resulting from a
reduction in workforce of 80 employees and professional fees related to canceled acquisition activity. Of
this amount approximately $1,300,000 was paid prior to January 31, 2003, with the balance being paid
prior to April 30, 2003. In fiscal 2001, the Company recorded a $996,000 restructuring charge for
employee severance.

(18) Noncash Financing and Investing Activities and Supplemental Cash Flow Information

Cash payments for interest expense in fiscal 2003, 2002, 2001 were $3,802,000, $1,946,000 and
$285,000, respectively.

Cash payments for income taxes, net of refunds received, in fiscal 2003, 2002 and 2001 were
$2,051,000, $3,535,000 and $17,000, respectively.

During fiscal 2003 and 2001, the Company entered into capital lease obligations for equipment valued
at $2,988,000 and $279,000, respectively. Also during fiscal year 2003, the Company entered into a capital
lease to finance a product sale totaling $3,724,000. The Company did not enter into any capital leases
during fiscal 2002.

During fiscal 2001, deferred tax assets increased by $994,000 as a result of the tax benefit from
employee stock transactions that could not be currently utilized.
(19) Disclosures about Fair Value of Finahcial Instruments

The carrying amount for cash and cash equivalents, accounts receivable and capital lease obligations
approximates fair value because of the short maturity of those instruments. Marketable securities are
recorded at market value at January 31, 2004,

At January 31, 2004, the Company’s 3% convertible subordinated notes due February 15, 2007 in the
amount of $125,000,000 had a fair value of $118,750,000, based on a reported trading price of $95.00 per
$100 in face amount of principal indebtedness.

(20) Related Party Transactions

The Company’s CEQ, Thomas G. Hudson has a son-in-law who is employed by the Company as a
regional sales manager. In fiscal 2003, he was paid $205,305 in compensation, commissions and bonuses.
Erwin A. Kelen is a member of the Company’s board of directors. Mr. Kelen’s son was employed by the
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Company as an area business development manager. In fiscal 2003, he was paid $95,758 in compensation,
commissions and bonuses. Mr. Kelen’s son’s employment with the Company ended in January 2004.

(21) Legal Proceedings

Inrange Technologies Corporation, which is now a wholly owned subsidiary of the Company, has been
named as a defendant in the case SBC Technology Resources, Inc. v. Inrange Technologies Corp., Eclipsys
Corp. and Resource Bancshares Morigage Group, Inc., No. 303-CV-418-N, pending in the United States
District Court for the Northern District of Texas, Dallas Division. The action was commenced on
February 27, 2003. The complaint claims that Inrange is infringing one SBC patent by manufacturing and
selling storage area networking equipment, including Fibre Channel directors and switches, for use in
storage networks that allegedly embody certain inventions claimed in a patent owned by SBC. The
complaint asks for judgment that SBC’s patent is infringed by the defendants in the case, an accounting
for actual damages, attorneys’ fees, costs of suit and other relief. Additionally, Eclipsys has demanded that
Inrange indemnify and defend Eclipsys pursuant to documentation under which it acquired the product
from Inrange. Hitachi Data Systems Corporation has informed Inrange that it has also received a demand
from Eclipsys that Hitachi indemnify and defend Eclipsys for this action. Hitachi has put Inrange on
notice that it will tender any claim by Eclipsys for indemnification and defense of this action to Inrange.
Inrange has answered, denying SBC’s allegations. The case is in its preliminary stages and management is
evaluating the litigation. At this point, it is too early to form a definitive opinion concerning the ultimate
outcome of this matter.

A shareholder class action was filed against Inrange and certain of its officers on November 30, 2001,
in the United States District Court for the Southern District of New York, seeking recovery of damages
caused by Inrange’s alleged violation of securities laws, including section 11 of the Securities Act of 1933
and section 10(b) of the Exchange Act of 1934, The complaint, which was also filed against the various
underwriters that participated in Inrange’s initial public offering (IPO), is identical to hundreds of
shareholder class actions pending in this court in connection with other recent IPOs and is generally
referred to as In re Initial Public Offering Securities Litigation. The complaint alleges, in essence, (a) that
the underwriters combined and conspired to increase their respective compensation in connection with the
IPO by (i) receiving excessive, undisclosed commissions in exchange for lucrative allocations of IPO
shares, and (ii) trading in Inrange’s stock after creating artificially high prices for the stock post-1PO
through “tie-in” or “laddering” arrangements (whereby recipients of allocations of TPO shares agreed to
purchase shares in the aftermarket for more than the public offering price for Inrange shares) and
dissemination of misleading market analysis on Inrange’s prospects; and (b) that Inrange violated federal
securities laws by not disclosing these underwriting arrangements in its prospectus. The defense has been
tendered to the carriers of Inrange’s director and officer liability insurance, and a request for
indemnification has been made to the various underwriters in the IPO. At this point the insurers have
issued a reservation of rights letter and the underwriters have refused indemnification. The court has
granted Inrange’s motion to dismiss claims under section 10(b) of the Securities Exchange Act of 1934
because of the absence of a pleading of intent to defraud. The court granted plaintiffs leave to replead
these claims, but no further amended complaint has been filed. The court also denied Inrange’s motion to
dismiss claims under section 11 of the Securities Act of 1933. The court has also dismissed Inrange’s
individual officers without prejudice, after they entered into a tolling agreement with the plaintiffs. On
July 25, 2003, the Company’s board of directors conditionally approved a proposed partial settlement with
the plaintiffs in this matter. The settlement would provide, among other things, a release of Inrange and of
the individual defendants for the conduct alleged in the action to be wrongful in the complaint. Inrange
would agree to undertake other responsibilities under the partial settlement, including agreeing to assign
away, not assert, or release certain potential claims Inrange may have against its underwriters. Any direct
financial impact of the proposed settlement is expected to be borne by Inrange’s insurers. The settlement

81




COMPUTER NETWORK TECHNOLOGY CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

was approved subject to a number of conditions, including the participation of a substantial number of
other issuer defendants in the proposed settlement, the consent of Inrange’s insurers to the settlement, and
the completion of acceptable final settlement documentation. Furthermore, the settlement is subject to a
hearing on fairness and approval by the court overseeing the IPO Litigations. At this point, it is too early
to form a definitive opinion concerning the ultimate outcome of this matter.

From time-to-time the Company is a party to various other legal actions and receives threats of
litigation. At this time, management does not believe any such litigation or threats will have a material
impact on the Company’s consolidated financial position or results of operations.
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INDEPENDENT AUDITORS’ REPORT

The Board of Directors and Shareholders
Computer Network Technology Corporation:

We have audited the accompanying consolidated balance sheets of Computer Network Technology
Corporation and subsidiaries as of January 31, 2004 and 2003, and the related consolidated statements of
operations, shareholders’ equity, and cash flows for each of the years in the three year period ended
January 31, 2004. These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements based
on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Computer Network Technology Corporation and subsidiaries as of
January 31, 2004 and 2003, and the results of their operations and their cash flows for each of the years in
the three year period ended January 31, 2004, in conformity with accounting principles generally accepted
in the United States of America.

As discussed in notes 1, 5 and 6 to the consolidated financial statements, the Company adopted the
provisions of Statement of Financial Accounting Standard No. 142, “Goodwill and Other Intangible
Assets”, on February 1, 2002.

/s/ KPMG LLP

Minneapolis, Minnesota
February 24, 2004
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QUARTERLY FINANCIAL DATA
(unaudited)

Years Ended January 31, 2004 and 2003

First Second Third Fourth
Quarter(1) Quarter(2) Quarter(3) Quarter(4)

(in thousands, except per share data)

2003
Revenue ... i $ 52,330 $ 96,713 $99,616  $112,218
Gross profit ... ... . . e 20,610 37,049 41,748 45,216
Income (loss) from operations ....................... (2,072) (24,815) 984 3,428
Income from discontinued operations, net of tax ........ — — — 715
Net income (loSS) .......coviiiiiniiiiin.. (2,082)  (25,822) 237 3,614
Net income (loss) per share:

Basic. ... .. e (.08) (.96) .01 13

Diluted .. ... oo (.08) (.96) .01 A2
2002 o
REVENUE . . ottt et e e e e $ 45212 § 48,866  $55903  $ 61,534
Gross profit ............ R 18,084 19,946 21,550 24,615
Loss from operations ............... ..., (6,674) (3,547) (1,823) (842)
Income from discontinued operations, net of tax ........ — — 207 —
Cumulative effect of change in accounting principle . . . .. (10,068) — — —
Net L0SS .ot e (13,765) (2,106) (864) (21,670)
Net loss per share:

Basic. ... (.48) (.07) (.03) (.81)

Diluted. ... .. (.48) (.07) (.03) (.81)
(1) Continuing operations for the first quarter of fiscal 2003 includes a $312,000 earn-out payable to the

(2)

(3)

(4)

employees of BI-Tech and a $747,000 net gain from the sale of marketable securities. Continuing
operations for the first quarter of fiscal 2002 includes a $10.1 million cumulative effect of change in
accounting principle related to the implementation of SFAS No. 142.

Continuing operations for the second quarter of fiscal 2003 includes in-process research and
development expense related to the Inrange acquisition of $19.7 million, and Inrange related
integration expenses of $5.0 million. The second quarter of fiscal 2003 also includes amortization
expense related to the Inrange acquisition of $1.7 million. Continuing operations for the second
quarter of fiscal 2002 includes an $89,000 earn-out payable to the employees of BI-Tech, and
$131,000 of legal expenses related to potential acquisitions.

Continuing operations for the third quarter of fiscal 2003 includes Inrange related integration expenses
of $1.3 million and amortization expense related to the Inrange acquisition of $1.7 million. Continuing
operations for the third quarter of fiscal 2002 includes a $537,000 earn-out payable to the employees
of BI-Tech. Also included in the third quarter of fiscal 2002 is $207,000 of royalty income related to
discontinued operations.

Continuing operations for the fourth quarter of fiscal 2003 includes Inrange related integration
expenses of $712,000 and amortization expense related to the Inrange acquisition of $1.7 million. Also
included in the fourth quarter of fiscal 2003 is a goodwill impairment charge of $204,000 related to
the sale of a foreign subsidiary and net income from discontinued operations of $715,000 related to
the reversal of an accrual for an abandoned facility previously used by Propelis Software. Includes
charges in the fourth quarter of fiscal 2002 of $1.7 million for severance and professional fees related
to canceled acquisition activity. The fourth quarter of fiscal 2002 also includes a $118,000 earn-out
payable to the employees of BI-Tech. Other income for the fourth quarter of fiscal 2002 was reduced
by a $1.0 million investment write-down. Income tax expense for the fourth quarter of fiscal 2002
includes a non-cash charge of $23.6 million for a valuation allowance related to United States
deferred tax assets.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

{a) Evaluation of Disclosure Controls and Procedures

Based on their evaluation as of the end of the period covered by this annual report on Form 10-K, the
Company’s Chief Executive Officer and Chief Financial Officer have concluded that the Company’s
disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the Securities
Exchange Act of 1934) are effective to ensure that information required to be disclosed by the Company
in reports that it files or submits under the Securities Exchange Act of 1934 is recorded, processed,
summarized and reported within the time periods specified in SEC rules and forms.

The company’s management, including the CEO and CFO, does not expect that our disclosure
controls or our internal controls will prevent all error and all fraud. A control system, no matter how well
conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the
control system are met. Further, the 'design of a control system must reflect the fact that there are
resource constraints, and the benefits of controls must be considered relative to their costs. Because of the
inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that all
control issues and instances of fraud, if any, within the company have been detected. These inherent
limitations include the realities that judgments in decision-making can be faulty, and that breakdowns can
occur because of simple error or mistake. Additionally, controls can be circumvented by the individual acts
of some persons, by collusion of two or more people, or by management override of the control. The
design of any system of controls also is based in part upon certain assumptions about the likelihood of
future events, and there can be no assurance that any design will succeed in achieving its stated goals
under all potential future conditions; over time, control may become inadequate because of changes in
conditions, or the degree of compliance with the policies or procedures may deteriorate. Because of the
inherent limitations in a cost-effective control system, misstatements due to error or fraud may occur and
not be detected.

(b) Changes in Internal Control Over Financial Reporting

There was no change in the Company’s internal control over financial reporting identified in
connection with the evaluation of disclosure controls and procedures that occurred during our fourth fiscal
quarter that have materially affected, or are reasonably likely to materially affect, the Company’s internal
control over financial reporting.
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PART III

Item 10. Directors and Executive Officers of the Registrant

The information set forth under the captions “Election of Directors” and “Section 16(a) Beneficial
Ownership Reporting Compliance” in the definitive Proxy Statement for the Annual Meeting of
Shareholders to be held on June 23, 2004, to be filed with the SEC on or before May 12, 2004, is
incorporated herein by reference. For information concerning the executives officers, see Item 4A of this
Annual Report on Form 10-K.

Information concerning Audit Committee membership and the Audit Committee’s designated
financial expert is incorporated by reference from the section entitled “Report of the Audit Committee of
the Board of Directors™ of the Company’s definitive Proxy Statement of the Annual Meeting of
Shareholders to be held on June 23, 2004, to be filed with the SEC on or before May 12, 2004.

Item 11. Executive Compensation

The information set forth under the captions “Summary Compensation Table,” “Option Tables,”
“Employment Agreements,” “Election of Directors — Compensation of Directors,” “Internal Revenue
Code Section 162(m)” and “Comparative Stock Price Performance” in the definitive Proxy Statement for
the Annual Meeting of Shareholders to be held on June 23, 2004, to be filed with the Commission on or
before May 12, 2004, is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management

The information set forth under the caption “Security Ownership of Certain Beneficial Owners and
Management” in the definitive Proxy Statement for the Annual Meeting of Shareholders to be held on
June 23, 2004, to be filed with the Commission on or before May 12, 2004, is incorporated herein by
reference.

The information set forth under the caption “Equity Compensation Plan Information as of
January 31, 2004” in the definitive Proxy Statement for the Annual Meeting of Shareholders to be held on
June 23, 2004, to be filed with the Commission on or before May 12, 2004, is incorporated herein by
reference.

Item 13. Certain Relationships and Related Transactions

Our CEQO, Thomas G. Hudson has a son-in-law who is employed by us as a regional sales manager.
In fiscal 2003, he was paid $205,305 in compensation, commissions and bonuses. Erwin A. Kelen is a
member of our board of directors. Mr. Kelen’s son was employed by us as an area business development
manager. In fiscal 2003, he was paid $95,758 in compensation, commissions and bonuses. Mr. Kelen’s
son’s employment with us ended in January 2004,

Item 14. Principal Accountant Fees and Services

Information concerning principal accountant fees and services is incorporated by reference from the
section entitled “Audit Fees and Pre-Approved Policy” of the Company’s definitive Proxy Statement for
the Annual Meeting of Shareholders to be held on June 23, 2004, to be filed with the SEC on or before
May 12, 2004.
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PART 1V

Item 15. Exhibits, Consolidated Financial Statement Schedules, and Reports on Form 8-K.

(a) L

(a) 2.

Consolidated Financial Statements and Schedules of Registrant
Consolidated Statements of Operations for the Years Ended January 31, 2004, 2003 and 2002
Consolidated Balance Sheets as of January 31, 2004 and 2003

Consolidated Statements of Shareholders’ Equity for the Years Ended January 31, 2004, 2003 and
2002

Consolidated Statements of Cash Flows for the Years Ended January 31, 2004, 2003 and 2002
Notes to Consolidated Financial Statements

Independent Auditors’ Report

Consolidated Financial Statement Schedule of Registrant
Independent Auditors’ Report on Financial Statement Schedule

Schedule II: Valuation and Qualifying Accounts for the Years Ended January 31, 2004, 2003 and
2002

All other schedules are omitted as the required information is inapplicable or is presented in the
consolidated financial statements or related notes thereto.
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Description

COMPUTER NETWORK TECHNOLOGY CORPORATION
Valuation and Qualifying Accounts

Years Ended January 31, 2004, 2003 and 2002
(in thousands)

Schedule I

Year ended January 31, 2004
Allowance for doubtful accounts and sales

returns

Year ended January 31, 2003
Allowance for doubtful accounts and sales

returns

Year ended January 31, 2002
Allowance for doubtful accounts and sales

returns

&8

Additions
Balance at Charged to Balance at
Beginning Costs & Inrange End of
of Year Expenses Acquisition Deductions Year
............................. $2,416 1,700 1,672 (1,132) $4,656
............................. $1,848 1,388 — (820) $2,416
............................. $2,383 898 — (1,433)  $1,848




INDEPENDENT AUDITORS’ REPORT ON FINANCIAL STATEMENT SCHEDULE

The Board of Directors and Shareholders
Computer Network Technology Corporation:

Under the date of February 24, 2004, we reported on the consolidated balance sheets of Computer
Network Technology Corporation and subsidiaries as of January 31, 2004 and 2003, and the related
consolidated statements of operations, shareholders’ equity, and cash flows for each of the years in the
three year period ended January 31, 2004 as contained in the fiscal 2003 annual report on Form 10-K. In
connection with our audits of the aforementioned consolidated financial statements, we also have audited
the related financial statement schedule as listed in the accompanying index. This financial statement
schedule is the responsibility of the Company’s management. Qur responsibility is to express an opinion on
the financial statement schedule based on our audits.

In our opinion, such financial statement schedule, when considered in relation to the basic
consolidated financial statements taken as a whole, presents fairly, in all material respects, the information
set forth therein.

As discussed in notes 1, 5 and 6 to the consolidated financial statements, the Company adopted the
provisions of Statement of Financial Accounting Standard No. 142, “Goodwill and Other Intangible
Assets”, on February 1, 2002.

/s/ KPMG LLP

Minneapolis, Minnesota
February 24, 2004
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(a) 3. Exhibits

The Company undertakes to furnish to any shareholder so requesting a copy of any of the following
exhibits upon payment to the Company of the reasonable costs incurred by the Company in furnishing any
such exhibit.

Exhibit
2.0

2.1

22

3.1

3.2

33

4.1

4.2

4.3

44

4.5

4.6

4.7

10.0

10.1A

10.1B

Description

Purchase Agreement dated June 24, 2002 between Computer Network Technology Corporation,
Greg Scorziello, Paul John Foskett and Owen George Smith and agreed form of registration
rights agreement set forth in Annex I thereto. (Incorporated by reference to Exhibit 2.2 to
Registration Statement No. 333-87376.) |

Deed of Variation dated June 24, 2002 to the Purchase Agreement dated June 24, 2002 between
Computer Network Technology Corporation, Greg Scorziello, Paul John Foskett and Owen
George Smith (Incorporated by reference to Exhibit 2 to Form 10-Q for the quarterly period
ended July 31, 2003.)

Agreement as of April 6, 2003 among SPX Corporation, Computer Network Technology and
Basketball Corporation (Incorporated by reference to Exhibit 99.2 to current report on Form 8-K
dated April 8, 2003.)

Second Restated Articles of Incorporation of the Company. (Incorporated by reference to
Exhibits 3(i)-1 and 3(i)-2 to current report on Form 8-K dated May 25, 1999.)

Articles of Amendment of the Second Restated Articles of the Company. (Incorporated by
reference to Exhibit 3(i)-1 to current report on Form §-K dated May 25, 1999.)

By-laws of the Company. (Incorporated by reference to Exhibit 3(ii)-1 to current report on
Form 8-K dated May 25, 1999.)

Rights Agreement between the Company and Chase Mellon Shareholder Services, L.L.C., as
Rights Agent including the form of Rights Certificate and the Summary of Rights to Purchase
Preferred Shares. (Incorporated by reference to Exhibit 1 to Form 8-A dated July 29, 1998 and
Exhibit 1 to Form 8-A/A dated November 27, 2000.)

First Amendment of Rights Agreement dated November 21, 2000. (Incorporated by Reference to
Exhibit 1 to Form 8-A/A dated November 27, 2000.)

First Amendment of Certificate of Designations, Preferences and Rights of Series A Junior
Participating Preferred Stock (8.01 Par Value Per Share) of Computer Network Technology
Corporation. (Incorporated by reference to Exhibit 2 to Form 8-A/A dated November 27, 2000.)

Form of Common Stock Certificate. (Incorporated by reference to Exhibit 4.2 to Form S-3
Registration Statement No. 333-80841.)

Registration Rights Agreement, dated as of February 20, 2002, among Bear, Sterns & Co. Inc,,
SG Cowan Securities Corporation and Soundview Technology Corporation (Incorporated by
reference to Exhibit 4.5 to Form 10-K for the year ended January 31, 2002.)

Indenture, dated as of February 20, 2002, between the Company and U.S. Bank National
Association, as Trustee. (Incorporated by reference to Exhibit 4.6 to Form 10-K for the year
ended January 31, 2002.)

Form of Note (included in Exhibit 4.6). (Incorporated by reference to Exhibit 4.7 to Form 10-K
for the year ended January 31, 2002.)

Building Lease by and between Opus Northwest, L.L.C., and Computer Network Technology
Corporation. (Incorporated by reference to Exhibit 10A to Form 10-Q for the quarterly period
ended September 30, 1998.)

Amended and Restated 1992 Stock Award Plan. (Incorporated by reference to Exhibit 10.1 to
current report on Form 8-K filed on August 5,2002.) (1)

Form of Non-Qualified Stock Option Award Agreement for employees to be used in conjunction
with the Amended and Restated 1992 Stock Award Plan. (Incorporated by reference to

Exhibit 10.2 to current report on Form 8-K filed on August 5, 2002.) (1)
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Exhibit
10.1C

10.1D

10.2A

10.2B

10.2C

10.3
10.4
10.5A

10.5B

10.5C

10.5D

10.5E

10.6
10.7
10.8A
10.8B

10.9

10.10

10.11

10.12

Description

Form of Non-Qualified Stock Option Award Agreement for directors to be used in conjunction
with the Amended and Restated 1992 Stock Award Plan. (Incorporated by reference to
Exhibit 10.3A to current report on Form 8-K filed on August 5, 2002.) (1)

Form of Restricted Stock Agreement to be used in conjunction with the Amended and Restated
1992 Stock Award Plan. (Incorporated by reference to Exhibit 10.3B to current report on
Form 8-K filed on August 5, 2002.)(1)

Amended and Restated 1999 Non-Qualified Stock Award Plan. (Incorporated by reference to
Exhibit 10 to form 10-Q for the quarterly period ended July 31, 2003.)(1)

Form of Restricted Stock Agreement to be used in conjunction with the Amended and Restated
1999 Non-Qualified Stock Award Plan. (Incorporated by reference to Exhibit 10.4B to current
report on Form 8-K filed on August 5, 2002.) (1)

Form of Non-Qualified Stock Option Award Agreement for employees to be used in conjunction
with the Amended and Restated 1999 Non-Qualified Stock Award Plan. (Incorporated by
reference to Exhibit 10.4C to current report on Form 8-K filed on August 5, 2002.) (1)

1997 Restricted Stock Plan. (Incorporated by reference to Exhibit 10.11 to Form 10-K filed on
April 26, 2002.)(1)

Amended and Restated 1992 Employee Stock Purchase Plan. (Incorporated by reference to
Exhibit 10.4 to Form 10-K for the year ended January 31, 2003.) (1)

Amended and Restated 2002 Stock Award Plan. (Incorporated by reference to Exhibit 10.14 to
current report on Form 8-K filed on August 5, 2002.) (1)

Form of Incentive Stock Option Award Agreement for employees to be used in conjunction with
the Amended and Restated 2002 Stock Award Plan. (Incorporated by reference to Exhibit 10.15
to current report on Form 8-K filed on August 5, 2002.)(1)

Form of Non-Qualified Stock Option Award Agreement for employees to be used in conjunction
with the Amended and Restated 2002 Stock Award Plan. (Incorporated by reference to
Exhibit 10.16 to current report on Form 8-K filed on August 5, 2002.) (1)

Form of Non-Qualified Stock Option Award Agreement for directors to be used in conjunction
with the Amended and Restated 2002 Stock Award Plan. (Incorporated by reference to
Exhibit 10.17 to current report on Form 8-K filed on August 5, 2002.) (1)

Form of Restricted Stock Agreement in conjunction with the Amended and Restated 2002 Stock
Award Plan. (Incorporated by reference to Exhibit 10.18 to current report on Form §-K filed on
August 5, 2002.) (1)

Amended and Restated 401 (k) Salary Savings Plan. (Incorporated by reference to Exhibit 10.19
to current report on Form 8-K filed on August 5, 2002.) (1)

CNT 2002 Annual Bonus Plan. (Incorporated by reference to Exhibit 10.7 on Form 10-K for the
year ended January 31,2002.) (1)

Amended and Restated Executive Deferred Compensation Plan. (Incorporated by reference to
Exhibit 10P on Form 10-K for the year ended December 31, 1998.) (1)

Amendment to Amended and Restated Executive Deferred Compensation Plan. (Incorporated by
reference to Exhibit 101 on Form 10-K for the year ended January 31, 2001.) (1)

Amended and Restated Employment Agreement dated as of March 5, 2003, between Computer
Network Technology Corporation and Thomas G. Hudson. (Incorporated by reference to
Exhibit 10.1 to current report on Form 8-K filed on March 19, 2003.)(1)

Employment Agreement dated as of March 5, 2003, between Computer Network Technology
Corporation and Gregory T. Barnum. -(Incorporated by reference to Exhibit 10.2 to current report
on Form 8-K filed on March 19, 2003.) (1)

Employment Agreement effective February 18, 2003, between Computer Network Technology
Corporation and James A. Fanella. (Incorporated by reference to Exhibit 10.3 to current report
on Form 8-K filed on March 19, 2003.) (1)

Employment Agreement by and between the Company and Mark Knittel. (Incorporated by
reference to Exhibit 10AA on Form 10-K for the year ended December 31, 1997.) (1)
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Exhibit
10.13
10.14
10.15
12.
21.
23.

24.1
31.1

31.2

320

99.0

Description

Tax Sharing Agreement dated as of September 18, 2000 between SPX Corporation, a Delaware
corporation and Inrange Technologies Corporation, a Delaware corporation. (Incorporated by
reference to Exhibit 10.1 to Form 10-Q for the quarterly period ended April 30, 2003.)

Inrange Technologies Corporation 2000 Stock Compensation Plan. (Incorporated by reference to
Exhibit 99.1 to Form S-8 filed on May 14, 2003.) (1)

Letter Agreement dated October 28, 2002 between Kenneth H. Cook and Inrange Technologies
Corporation. (Incorporated by reference to Exhibit 10.3 to Form 10-Q for the quarterly period
ended April 30, 2003.) (1)

Ratio of Earnings to Fixed Charges.(2)

Subsidiaries of the Registrant.(2)

Independent Auditors’ Consent.(2)

Power of Attorney-See signature page to this Annual Report on Form 10-K.(2)

CEO Certifications Required by Rule 13al4{a)/15d14(a) under the Securities Exchange Act of
1934.(2)
CFO Certifications Required by Rule 13a14(a)/15d14(a) under the Securities Exchange Act of
1934.(2)

Computer Network Technology Corporation Certification of Chief Executive Officer and Chief
Financial Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C.
1350).(2)

Code of Business Conduct and Ethics.(2)

(1) Management contracts or compensatory plans or arrangements with the Company.
(2) Filed herewith.

(b) Reports on Form 8-K

The registrant furnished a current report on Form 8-K on November 20, 2003 to provide the full text
of the third quarter financial results press release.
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SIGNATURES
POWER OF ATTORNEY

Each of the undersigned officers and directors of Computer Network Technology Corporation hereby
appoints each of Thomas G. Hudson, Gregory T. Barnum and Jefferey A. Bertelsen, acting jointly or
individually, his or her attorneys-in-fact and agent for the undersigned, each with full power of
substitution, for him or her and in the name, place and stead of the undersigned, to sign and file with the
Securities and Exchange Commission under the Securities Exchange Act of 1934, as amended, any and all
amendments and exhibits to this Annual Report on Form 10-K, with full power and authority to do and
perform any and all acts and things whatsoever requisite and necessary or desirable.

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

COMPUTER NETWORK TECHNOLOGY CORPORATION

Dated: April 10, 2004 By: /s/ THomas G. Hubson

Thomas G. Hudson, President and
Chief Executive Officer
(Principal Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the Registrant and in the capacities and on the dates
indicated.

/s/ THoMas G. Hubpson President and Chief Executive Officer April 10, 2004
Thomas G. Hudson (Principal Executive Officer) and Director
/s/  GREGORY T. BARNUM Vice President of Finance, Chief Financial April 10, 2004

Officer And Secretary (Principal

Gregory T. Barnum ; .
Financial Officer)

/s/{ JEFFREY A. BERTELSEN Vice President of Finance, Corporate April 10, 2004
Jeffrey A. Bertelsen Controller an(.i T.rcasurer and.Assistant
Secretary (Principal Accounting Officer)
/s/  KATHLEEN EARLEY Director April 10, 2004
Kathleen Earley
/s/ PATRICK W. GROSS Director April 10, 2004
Patrick W. Gross
/s/ ERwWIN A. KELEN Director April 10, 2004
Erwin A. Kelen
/s/ LAWRENCE A. MCLERNON Director April 10, 2004
Lawrence A. McLernon
/s/  JOHN A. ROLLWAGEN Director April 10, 2004
John A. Rollwagen
/s/  BRUCE J. RyaN Director April 10, 2004
Bruce J. Ryan
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CERTIFICATIONS

I, Thomas G. Hudson, certify that:
1. 1 have reviewed this annual report on Form 10-K of Computer Network Technology Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this quarterly report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows of
the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) for the
registrants and we have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluations; and

¢) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably likely to materially affect,
the registrant’s internal control over financial reporting;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies in the design or operation of internal controls over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b} Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls over financial reporting.

Date: April 10, 2004 By: /s/ Thomas G. Hudson

Thomas G. Hudson
Chief Executive Officer

94




CERTIFICATIONS

I, Gregory T. Barnum, certify that:
1. T have reviewed this annual report on Form 10-K of Computer Network Technology Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
quarterly report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officers and 1 are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the
registrants and we have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluations; and

c) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably likely to materially affect,
the registrant’s internal control over financial reporting;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies in the design or operation of internal controls over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls over financial reporting.

Date: April 10, 2004 By: /s/ Gregory T. Barnum

Gregory T. Barnum
Chief Financial Officer
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Purchase Agreement dated June 24, 2002 between Computer Network Technology Corporation,
Greg Scorziello, Paul John Foskett and Owen George Smith and agreed form of registration
rights agreement set forth in Annex I thereto. (Incorporated by reference to Exhibit 2.2 to
Registration Statement No. 333-87376.)

Deed of Variation dated June 24, 2002 to the Purchase Agreement dated June 24, 2002 between
Computer Network Technology Corporation, Greg Scorziello, Paul John Foskett and Owen
George Smith (Incorporated by reference to Exhibit 2 to Form 10-Q for the quarterly period
ended July 31, 2003.)

Agreement as of April 6, 2003 among SPX Corporation, Computer Network Technology and
Basketball Corporation (Incorporated by reference to Exhibit 99.2 to current report on Form 8-K
dated April 8, 2003.)

Second Restated Articles of Incorporation of the Company. (Incorporated by reference to
Exhibits 3(i)-1 and 3(i)-2 to current report on Form 8-K dated May 25, 1999.)

Articles of Amendment of the Second Restated Articles of the Company. (Incorporated by
reference to Exhibit 3(i)-1 to current report on Form 8-K dated May 25, 1999.)

By-laws of the Company. (Incorporated by reference to Exhibit 3(ii)-1 to current report on
Form 8-K dated May 25, 1999.)

Rights Agreement between the Company and Chase Mellon Shareholder Services, L.L.C., as
Rights Agent including the form of Rights Certificate and the Summary of Rights to Purchase
Preferred Shares. (Incorporated by reference to Exhibit 1 to Form 8-A dated July 29, 1998 and
Exhibit 1 to Form 8-A/A dated November 27, 2000.)

First Amendment of Rights Agreement dated November 21, 2000. (Incorporated by Reference to
Exhibit 1 to Form 8-A/A dated November 27, 2000.)

First Amendment of Certificate of Designations, Preferences and Rights of Series A Junior
Participating Preferred Stock ($.01 Par Value Per Share) of Computer Network Technology
Corporation. (Incorporated by reference to Exhibit 2 to Form 8-A/A dated November 27, 2000.)

Form of Common Stock Certificate. (Incorporated by reference to Exhibit 4.2 to Form S-3
Registration Statement No. 333-80841.)

Registration Rights Agreement, dated as of February 20, 2002, among Bear, Sterns & Co. Inc.,
SG Cowan Securities Corporation and Soundview Technology Corporation (Incorporated by
reference to Exhibit 4.5 to Form 10-K for the year ended January 31, 2002.)

Indenture, dated as of February 20, 2002, between the Company and U.S. Bank National
Association, as Trustee. (Incorporated by reference to Exhibit 4.6 to Form 10-K for the year
ended January 31, 2002.)

Form of Note (included in Exhibit 4.6). (Incorporated by reference to Exhibit 4.7 to Form 10-K
for the year ended January 31, 2002.)

Building Lease by and between Opus Northwest, L.L.C., and Computer Network Technology
Corporation. (Incorporated by reference to Exhibit 10A to Form 10-Q for the quarterly period
ended September 30, 1998.)

Amended and Restated 1992 Stock Award Plan. (Incorporated by reference to Exhibit 10.1 to
current report on Form 8-K filed on August 5,2002.) (1)

Form of Non-Qualified Stock Option Award Agreement for employees to be used in conjunction
with the Amended and Restated 1992 Stock Award Plan. (Incorporated by reference to
Exhibit 10.2 to current report on Form 8-K filed on August 5, 2002.) (1)

Form of Non-Qualified Stock Option Award Agreement for directors to be used in conjunction
with the Amended and Restated 1992 Stock Award Plan. (Incorporated by reference to

Exhibit 10.3A to current report on Form 8-K filed on August 5, 2002.) (1)

Form of Restricted Stock Agreement to be used in conjunction with the Amended and Restated

1992 Stock Award Plan. (Incorporated by reference to Exhibit 10.3B to current report on
Form §-K filed on August 5, 2002.) (1)
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Amended and Restated 1999 Non-Qualified Stock Award Plan. (Incorporated by reference to
Exhibit 10 to form 10-Q for the quarterly period ended July 31, 2003.)(1)

Form of Restricted Stock Agreement to be used in conjunction with the Amended and Restated
1999 Non-Qualified Stock Award Plan. (Incorporated by reference to Exhibit 10.4B to current
report on Form 8-K filed on August 5, 2002.) (1)

Form of Non-Qualified Stock Option Award Agreement for employees to be used in conjunction
with the Amended and Restated 1999 Non-Qualified Stock Award Plan. (Incorporated by
reference to Exhibit 10.4C to current report on Form 8-K filed on August 5, 2002.)(1)

1997 Restricted Stock Plan. (Incorporated by reference to Exhibit 10.11 to Form 10-K filed on
April 26, 2002.) (1)

Amended and Restated 1992 Employee Stock Purchase Plan. (Incorporated by reference to
Exhibit 10.4 to Form 10-K for the year ended January 31, 2003.) (1)

Amended and Restated 2002 Stock Award Plan. (Incorporated by reference to Exhibit 10.14 to
current report on Form 8-K filed on August 5, 2002.) (1)

Form of Incentive Stock Option Award Agreement for employees to be used in conjunction with
the Amended and Restated 2002 Stock Award Plan. (Incorporated by reference to Exhibit 10.15
to current report on Form 8-K filed on August 5, 2002.) (1)

Form of Non-Qualified Stock Option Award Agreement for employees to be used in conjunction
with the Amended and Restated 2002 Stock Award Plan. (Incorporated by reference to
Exhibit 10.16 to current report on Form 8-K filed on August 5, 2002.) (1)

Form of Non-Qualified Stock Option Award Agreement for directors to be used in conjunction
with the Amended and Restated 2002 Stock Award Plan. (Incorporated by reference to
Exhibit 10.17 to current report on Form 8-K filed on August 5, 2002.) (1)

Form of Restricted Stock Agreement in conjunction with the Amended and Restated 2002 Stock
Award Plan. (Incorporated by reference to Exhibit 10.18 to current report on Form 8-K filed on
August 5, 2002.) (1)

Amended and Restated 401 (k) Salary Savings Plan. (Incorporated by reference to Exhibit 10.19
to current report on Form 8-K filed on August 5, 2002.) (1)

CNT 2002 Annual Bonus Plan, (Incorporated by reference to Exhibit 10.7 on Form 10-K for the
year ended January 31,2002.) (1)

Amended and Restated Executive Deferred Compensation Plan. (Incorporated by reference to
Exhibit 10P on Form 10-K for the year ended December 31, 1998.)(1)

Amendment to Amended and Restated Executive Deferred Compensation Plan. (Incorporated by
reference to Exhibit 101 on Form 10-K for the year ended January 31, 2001.) (1)

Amended and Restated Employment Agreement dated as of March 5, 2003, between Computer
Network Technology Corporation and Thomas G. Hudson. (Incorporated by reference to
Exhibit 10.1 to current report on Form 8-K filed on March 19, 2003.)(1)

Employment Agreement dated as of March 5, 2003, between Computer Network Technology
Corporation and Gregory T. Barnum. (Incorporated by reference to Exhibit 10.2 to current report
on Form 8-K filed on March 19, 2003.) (1)

Employment Agreement effective February 18, 2003, between Computer Network Technology
Corporation and James A. Fanella. (Incorporated by reference to Exhibit 10.3 to current report
on Form 8-K filed on March 19, 2003.) (1)

Employment Agreement by and between the Company and Mark Knittel. (Incorporated by
reference to Exhibit 10AA on Form 10-K for the year ended December 31, 1997.) (1)

Tax Sharing Agreement dated as of September 18, 2000 between SPX Corporation, a Delaware
corporation and Inrange Technologies Corporation, a Delaware corporation. (Incorporated by
reference to Exhibit 10.1 to Form 10-Q for the quarterly period ended April 30, 2003.)

Inrange Technologies Corporation 2000 Stock Compensation Plan. (Incorporated by reference to
Exhibit 99.1 to Form S-8 filed on May 14, 2003.) (1)

Letter Agreement dated October 28, 2002 between Kenneth H. Cook and Inrange Technologies
Corporation. (Incorporated by reference to Exhibit 10.3 to Form 10-Q for the quarterly period
ended April 30, 2003.) (1)
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21. Subsidiaries of the Registrant.(2)
23. Independent Auditors’ Consent.(2)

24.1 Power of Attorney-See signature page to this Annual Report on Form 10-K.(2)

31.1 CEO Certifications Required by Rule 13a14(a)/15d14(a) under the Securities Exchange Act of
1934.(2)

31.2 CFO Certifications Required by Rule 13al4(a)/15d14(a) under the Seccurities Exchange Act of
1934.(2)

320 Computer Network Technology Corporation Certification of Chief Executive Officer and Chief
Financial Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C.
1350).(2)
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(2) Filed herewith.
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